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factor, Mr. Rhinehart proposed a revised maintenance factor for General Purpose
Computers based on data pl"OVided by SWBT in this cause.

SWBT' s power equipment factor for Genera.l PUrpoee computers is unsupported
and should be eliminated fraa SWBT coat studies for fear that the fllcto~ double­
counts cClIaputer investments. SWBT's p:ropose4 buildillg imrellltment factor is flawed
Decause it doee not conform to lIRIC principles. Mr. Rhinehart proposed

'0-/ adjustments to include radio equipment in its computation and to account for
prospective colocation space use by new entrants.

SWB'1"s inclusion of inflatiotl in its coat studi•• is incorrect. Mr.
Rhinehart testified that SNBT's claim that their cost studies capture expec~ed

p"od\lC;:tivity gains ie ·~tently fa1".. He rp.l:!onaaended that all inflatiOn factors
be ~l~ted fr~ SWBT's cost stUdies.

Mr. Rhinebart evaluated SWBT' S CaIIIIIOn cost computations and recommend six
substantive cbanges. Pirst, SWBT's 1"5 poiDt-in-tia'Je factor sJ:u:mld be adjusted
downward to reflect the known and measurable SWBT's long-ttU:m downward trend. in
CCllllllOXl costs. Second. BWBT' 8 COBIIDI1 costs sbould be adjueted downwud to correCt:
for the disproportionate aseigmnent of co%porate O'ftrheads to Oklahoma. - Third,
there sbauld be a m!nor dowII"ard ildiuat.aaent to reflect expected. economies of
scale being aohieved through the SSe-Pacific Teleds merge~. Fourth. Mr.
Rhinehart added some support asset costs inadvertently excluded by SWBT. Fifth,
the common cost factor should be computed as a proportion of revenues instead
SWBT's method which is based on expenses. The fifth adjustment is neceSSAry to
~tch the computation of the common cost factor to its application.
specifically. LRIC costs include expenses and profit. A common cost factor
established as a proportion of expenses only will be overstAted. Finally, While
SWB'l' used the principles as well. Mr. Rhinehart extended the concept of a"oided
retail costs into more portions of the CoMmOn cost fActor development. Mr.
Rhinehart recozrmended a C01lllllOZ1 cost facwr is 10.46'.

Mr. Rhinehart developed revised loaded labor rates for use in SWBT' s
recurring and non-recurring cost studies. AS diillcussed in the paragraph on
support assets above. support asset costs are accoupted for in recurring cost
studies and in labor-rate based non-recurring cost stud!e.. The inappropriate
doUble-count is best eliminated through exclusion of support asset costs from
loaded labor rates linked to network assets. Separately. JlIr. Rhinehart opposed
swaT's use of multiple ~upport assets factors in loaded labor rates for operator
services management and non-management personnel. Instead. only one support
uset:s factor shoulCl be used for all such labor rates. Mr. Rhinehart also
opposed the inclusion of sales commissions in the development of loaded labor
rateS for unbundled network elemen~s as SWBT does not pay commissions to its
employees for sales to new entrants. Finally, Mr. Rhinehart proposed that SWBT
not. be permitted to impose differential overti.ll\e aJld premiUIII tinle labor :rates for
Time and Materials Charges and Maintenance of Service Charges becaulSe all labor
rates proposed by SWBT include average overtime and premium time pay allowances.
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In his rebuttal testimony, Mr. Rhin@hart took issue with the Commission
Staff Consultant conclusion that two AT'T-proposed adjustments to SWBT's common
cost factor should not be adopted. Mr- Rhinehart quantitat~vely demonstrated the
disparity of expense assignment to Oklahoma of executive. planning, general and
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administrative costs and questioned why eosts generally incurred on a corporate
level should be assigned to the states in a disproportionate manner. He defended
his proposed Telesis Merger common cost adjust~t by providing evidence that
SWBT has eneered into contracts with pacific Bell C~icatiODS for certain
administrative functions. the oosts of which would have been recorded in SWBT'8
common cost accounts.

Mr. Rhinehart alla.yed the Staff' s fears that AT&T' 8 proposal to eliminate
the support assets factor from certain loaded labor rates went too far were
misplaced. Support as8et costs for non-network-related functions relllAin fully
recoverable tbrougb appropriate labor rates and tbrOUgh the common cost, factor.

"ina~ly, Plr. llhiu.cbart prov:i.cled clarifie.~ion rega:rd1ng overtime and
preJftium tiae labor rates in SOT's Time aDd Materiala cost study. SOT' II

proposed exclusiClP. of the pren\iUla dille factor frOil the developmep.t of the
applicable labor rates vas inappropriate because all la!)or rates in SWBT's
studies illclude an allowance tor ewertime and premiUJll t.iIae. He recommended the
use of tbe standard loaded labor rates (as aajusted. by ATilT) for all cost studi.es
where labor time_ are used.

Finally. Mr. Rhinehart reviewed the porticm of t.be rat.ee contained in the
proposed settle.m.ent between S1lBT, Cox CQIIIIN11icatiOlUl aDd COIllIlli.ssion Staff
relating to COst Factors (the "Proposed Settlement Rates·). The proposed
settlement rateS do not represent cost based rates which satisty either tbe
Oklahoma c06ting rules (CAC 165:55·17-25 and OAe 165:55-17-27) or the relevant
provisions of the TelecOII'IIIlUZlicatiOl1$ Act of 1996. A simple average of t.he AT&T
and SWBT recurring rates cannot possibly reflect the selection of inputs that
would be used to determine a fully cost-balled set of rates. '!'he proposed
settlement rates do not incorporate all of the changes which are necessary in
order to render SWBT's cost studies cOlllPliant with the Act and the Oklahoma
costing rules as outlined in my testimcmy. The proposed settlemellt does not take
into account the clwnges proposed by Mr. Rhinehart with which SWBT agreed.
Indeed, the proposed settlement rates do not even incorporate or represent the
changE!s and recommendations of COIIIII\i.ssion Staff consultants and. therefore,
cannot be cost-based even based upon the reeommendations of Commission Staff·s
own consultant. The Commission shoUld not adopt these rates.

summary of cro.. -BxaminaUoD of Daniel P. RhineAal't

on questioning by the ALJ, Mr. Rhinehart stated that inputs to the cost
studies have very, very critical effects on the outputs. He mentionea four
specific factors that alone affect the total costs ana total rates by
approximately 25'. He was unable to state Whether ATI.'1' could compete under the
rates proposed by the stipulatioll.

Under cross-examination by Cox. Mr. Rhinehart first stated that A'l'''T's
proposed r~tes are the only cost-based rates presented. in the cause. unless the
commission adopts AT&T's proposed rates in total. it has not eomplied with the
URIC standards, in his opinion.

Nonetheless. he conceded that costing is not an exact science. that some
element of jUdgment i5 involved. that estimating is required and that costs for
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future periodEO mUEOt be analY2ed. He also conceded that AT&T does not DOW knOlt
what the inflation factors will be in futu~e ye~re under the Interconnection
Agreement with SWBT. He conceded that reasonable judgments of what inflation
might be in the future will differ; and tbAt the cost derived from those
estimates will differ also.

Mr. Rhinehart also conceded that the cost of capital b an input' in the
costing process aDd that AT&T had agreed to a ccm2premise cost of capital of 10'
Which was different frolll the cost initially proposea by A".T. Nevertheless, he
considers the lot stipulated rate to ~ (lost-based aDd fonrard-looking.
satisfying the studards of the Federal ACt.

He decl:UWd tu agree: that. onl.y tho•• eamprOlllil!lBii to which AT&T agrees with
will. satisfy LRIC standards. He stated that there are some judgments involved
with determining cost8.

6. Leo I). Segura

Mr. segura is a Technical Manager for ATilt. :In his testi.Jftony. be
demonstrated that, accordb.g to LRIC priDc1ples, a. well as provi;d.oz:t.B....of the
TelecommUnications Act of 1996, prices as· outlined th.roughout the SWB'1' cost
studies, are inflated by the use of IIICU1U&l activities, embedded technologies and
proce.ses, and ulle of labor rates "hich are inconsistent with the activity being
perfomed. In addition. these studies alllsume manual proceEOaes for ordering
service which are not fotward looking and serve to drive up the cost of service,
and extend provisioDing intervals, for ~he Local Service providers.

SWET's cost studies give little C011sidet'ation for fonrard looking.
effiCient SYEOtems and processes. Onder LRIC principles, costing for Tota.l
Service Resale ('!"SR.) and unbundled network elements (UHB), must be based on
forward looking, efficient operating Support systems (OSS8), and clean up~to-date

databases, which reduce the incidence of manual intervention, and enhance the
opportunity to flow through service orden for tlNB and TSR. 111 addition. forward
looking and efficient network technologies are to be considerecl in order to
maximize effic:ienr=ies and iq)rove the aDility to provision. and lNlintain, service
on a flow through ba.1s, consistent with industry standards and best business
practices. .

There are four fundamental problems with the cost studies as proposed by
SWBT:

''-... '
1. The processes and technologies, as assumecl by SWBT, foeter

manual eervice order input and manual cross cotu1eceing of
service. In the case of ordering service, SWBT'. studies assume
that manual processing of the LSP's order will be the process
of ohoice. In addition, technologies such as universal Digital
Loop Carrier instead of Integrated Digital LOOp carrier are
assumed in swaT cost studies. Neither of these assumptions
foster flow through proviSioning and maintenance. Uther,
utilizing theee methods and technologies only serves to drive
up the eost of service, and prohibit efficient provisioning and
maintenance of service. By utilizing the efficiencies of

·135·



11/20/00

00........,0

..~.".

0--.1

'00. , ......

10:46

forward looking technology and processes, the cost of manual
intervention, increased fallout, and longer maintenance
activities can be avoided. since the majority of activities
related to ordering, provisioning, and maintaining of service
will be tBen on by the LaP, the high costs of NRCs and costs
to the customer, can be minimized .

2. A second problem with SWBT stwSie. is related to the Loop/POrt
combination. In these studies, SWBT assumes tbat the new
entraDt will gain access to the local digital svit.ch via an
intermediate toll frame. This assumption is incorrect in that
this toll frame, from an interconnection standpoint, is not
required. 'In fact, tb1. inter1lU'!diate frame serves OIl1y to Orive
up the cost by requiring additional manual cross connects,
which otherwise could be remotely provisioned utilizing forward
looking precesses and technology in the same ma.nner in which
SWBT provisions it'. own services.

3. The third problem with the swaT NRC studies is the recovery of
Installation and MaintClaDce (1&N) costs. When a new entraDt.
purchases a loop, the I~ coste assooiated ~ith this
installation are already included in recurring cost of
purchcLsing the service. Chax-ging a NRC for I&.M would
constitute a double recovery. In addition, ATilT' II NRC costs
related to loop facilities assume that dedicated inside plant
(DIP) and dedi.cated outside plant (DOP) will be utilized.

ATfr.T's NRC model assumes that a totally new loop t.o the
customer locaeion would not be put in pla.ce for the new
entrant. Thus, the cost of reusing existing DIP and DOP. which
have already been ·installed, tested , and provisioned once,
would not be recovered again.

4. The fourth major problem with SWBT's cost studies is that the
information as provided is insufficient to support their

o proposed NRCs. Documentation as to work' activities, level of
teChnician performing the work, and accurate tilDe estimates
have not been provided. Many of the processes and activities
are "present method of operation· and do not take into
consideration a .. future method of operation" utili:t:ing forward
looking technologies and processes for accepting and
provisioning service orders. without the use of an electronic
interface, Digital Cross-connect systems (DeS), and IDLe, the
use of costly manual processes will continue.

NO. 006 ~08
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The NRCs as developed by SWBT take into consideration processes and
mechanisms "bich change little fronl their present mcxle of operation. For ehe new
entrant this mode of operation vill drive ebe cost of providing service higher.
and will most assuredly lengthen provisioning intervals and ~intenAnae repair
times. By not taking these considerations into account, the high cost of NICs
~ould make entry cost prohibitive for the CLEC, and bloek competition in the
local arena. The Citizens of Oklahoma stand to suffer.
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Pinally, Mr. Segura reviewed the portion of the rates cOlltained in the
proposed settlement between SWBT, Cox and Staff relating to Non-Recurring
Charges. The proposed settlement rates do not represent cost based rates which
satisfy either the Okl~ costing rules (CAe 165:55-17-25 aDd OAC 165:55-17-27)
or the relevant provisions of the TelecOIlIIIIUIlications Act of 1996. There is no
cost basis to simply lop off one-third of SWBT's non-recurring rates without
adjustiAg at the inputs. The proposed settlement rates do not incoxporate all
of the changes which are neceBliary in order to render seT I s cost stuc1ies
compliant with the Act aDd the Oklahaaa costing rules as outlineci in Mr. Segura' Iil

testimcay. xndeed, the proposed settlement rates do not even incorporate or
represent the changes and recommendations of Staff consultants and, therefore,
CaMOt be cost-based even based upon the reCommendations of Staff '1jI own
COD.ul~lU1t. The COl\'lftIiASion should not adopt thelle rates.

A1though Mr. Segura watt pres811ted for the pw:poIIe of supporting adjust:lllentlJ
that ATr.T made to SWBT' 8 DOD-recurriDg cost studies, he deIIol18trated on cross­
examiaation that be was generally unfam,liar with SNBT's network anc1 the mam;ler
in wMc:h it operates. Be also referred repeatedly to "experts· on an A,",T non­
recun:ing cost team that provided the input for, aaany of these adj\Ultments, but.
who were not presenteel for cross-exaau.natlon at the heariDg'. He could not
explain dramatic differences between assumptiOl18 made by AT.T about SOT's
network and contrary testimony by SeT network witnesses. AT&T simply applied
national aefault values derived by the AT&T temn of "experts.· These values
formed the basis for AT&T's adjustments to the SOT non-recurring cost. studies.
Mr. Segura could generally DOt relate those adjustments to actual experience on
t;he SWBT network. He has never worked 011 ATilT's team of experts although he

'~ worked with the team in developing numerous NRC inputs.

Hr. Segura stated that in the cost study adjustments that. he was sporlSOring
at the hearing, he presented only technical input and only on three types of
elements that he could remember. The actual costing presented by AT.'!' was
provided by others, not by Mr. segura. He provided inpu.t on travel costs, cross­
connects and digital cross-connect systems. The travel inputs that he provided
were for travel in the field.

\ ....../

.-........,/.

, I

'--./

Mr. Segura provided no technical inpllt to ATIoT'S proposed adjustments to
the loop cost-study. Furthermore, he conceded that he had not installed local
loops as part of his background except for coordinating installation of a private
line type loop going out to customer locations througb central offices; the
actual installation of that type loop waS done by the local exchange company.
Al though he represented that be had some experience maintaining a local loop, he
conceded that if an error was found in that loop, it was the local company that
went out to fix it. Mr. segura has performed testing on local loops himself.

SWBT called to Mr. segura's attention that portion of his testimony in
which he purports to critique SWBT's cost studie~ as to its compliance with the
applicable pricing and costing standards under the Federal Act and the Oklahoma
rules. He was unable to support the conclusory statements in his testimony that
SWBT costs do not reflect ~least cost most efficient technology,ft ncr was he able
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to quote a definition of those terms. Mr. Segura did define the terms tX'om a
technological seandpoint .

....,_ ...
Wit.h respect to SNBT's OSS system. coveX'ed by Mr. Segura's testiMOny. he

conceded that he had no experience developing, ma.intaining, installing or rwming
CSS systems. He had not used any of ehe oss systems now deployed by SWBT other
than the TIRES system. Mr. segura was unsure of exactly how many OSS systems
SWBT now bas. He has not reviewed the technical rnanual:s on ehose OSS syseems.
He bas not visited LBC offices to see how mm orders would corne in for
procclUling.

--

'\........,.

'"-,,,

ODe of Mr. segura's objections to SWBT's cost studies ia that they provide
for nmnual acti.viti.. in an environment where. in his opinion, electronic
interfaces for orderiug services should be used. He stated that he provided
technical support tor the AT&'l' position that SWJr1" s OSS systems would experience
a 98\ flow-through with respect to ~ed network elements. Nevertheless, ne
had no knowledge of what interface AT&T proposed to use or might be developing
for use with SNBT'. oas systems. He demonstrated limited kn~ledge of SWBT's
existing systems, aside fOlllZ' BOAC and SORD. He could not explain the differeuce
between A'r&T's 98t flow through aS8UlllPtion and testimony that SWB~ often
experiences dramatically lower flov-throughin its 0WI1 processes, but be pointed
to the testimony of Ms. Ham in TexaS Where she admitted SNBT achieved a 99' flow
through, and has compared flow through rates for other LEe. using legacy ass
systems. He was unable to identify any carrier that had experienced 98% flow­
through on SWBT's system, and he was unable to specify AT&T's flow-through for
ordering non-residential services.

Mr. segura could not Substantiate his ass\lIIIPtion that AT&T's national
default values were specifically applicable to Oklahoma, hut be did state that
AT&T's national NRC model did assume legacy oOSS systems, and that SWBT claims
~o be .. leader in oss technology. He stated that AT'T bad assumed theae values
would apply, but he could point to lio method or lllimner to validate the
application of t.hose assumptions to Oklahoma. In any 'event, there were several
areas in which the assumptions of AT&T were dramatically different frolll the
testimony of SWBT with respect to the actual network. For example, Mr. Segura
"understood- that SWBT ~. lOOt IDLe and that DCS is in place in Oklahoma. He
conceded that his assumptions on ass flow-through are considerably differene fram
the testimony by MS. Ham as to the actual SWBT experience.

Mr. Segura stat.ed that AT&T assumes that when it orders UNBs that Dedicated
Inside Plant (DIP) and Oedicated Outside plant (DOP) will be in place ~d

utilized. He could not explain the difference between this ae6~tion and Mr.
Deere's testi~ony that DIP and DOP cannot be assumed to be in place. Although
Mr. segura insisted that nIP and COP were in place, he could not state a basis
for his belief and adlnitted that be had not inspected SWBT's network to determine
whether Mr. Deere's testimony 121 incorrect. Furthermore, he had no idea what the
cost would he to achieve 100\ DIP and COP if SWBT were not already operating at
that l'!!vel.

Mr. Segura's testimony relAting to the dispatch times for technicians to
go out to the field was based on AT&T'S national model default values and on his
personal experience. Similarly, with respec~ to ~ranslation times, Mr. Segura
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a.dmitted that he has never done translation activities fOJ: sWitching and has noe
looked at the manuals or the technical publications tor translations and
switche.. He simply applied the national default values to these activities to
determine the time tor each activity.

Por t!XatftPle, Mr. segura referred. to AT&T's assumptions that cross-connects
would take two minutes each. This asSUlJFtion was DOt the basis of any documented
stUdy. such as a time and motion study, for crosB-cozmects. The. tvo-sninute
assumption wa. baaed Solely on MX. Segura' B opinion and that of ~ther AT&T
personnel not testifying at the hearing. Mr. Segura conceded that be had :mJ

experience doing cross-connects other than on ~ual or analog frames.

Mr. Segura cnneeded that be has never reviewed aDy of SNBTts tecbPical
manuals. Nevertheless. he cOD(!eded that it wculcl have beeP. .allY to validate t:he
assumptiODs AT&T made concerning the national default stiIDdarda by looking at
SWBT's technical manuals. He further ,conceded that he bad not reviewed every
Bellcore document cited in support of his teseimony.

Mr. segura stated that by eliminating the cross-cmmect between the loop
and the port. the, AT&T cost .tudiee were essentially as.umil1g that a laop port
Combination vauld be requested. Nevertheless, he was unable to say whether &

loop port combination rate was proposed ))y AT~T 'aDd he oOnceded that he had not
seen a cost stUdy for such a combination. He further conceded that a. loop port
Combination would come at some cost but that DO such cost was reflected in AT.T's
non-recurring cost stUdy. Because AT&:T was assuming that the cross-connect ....as
already in place, it eliminated any non-recurring cost of the cross-connect.
Nevertheless, Mr. Segura conceded that there would be a cost for installing the
cross-connect and that that cost could ))e modeled and recewered. Be could not
recall whether the national default models proposed a cost for that cro&s­
connect.

7. Steven B. TurDer

Mr. Steve TuX"ller testified on Debalf of AT&T. In his teEltilllQIlY, he stated
his criticisms of the cost studies presented Dy SWBT in the area of common and
dedicated transport and related areas. In addition, Mr. Turner set forth his
recommendations to rectify these problems.

I. StJMKlKy or HR. 'l'1JUEJt' S CR.ITIC:lSHS or SWBT COST SrtmIBS

A. Dedieated Transport

With the Dedicated Transport studies. SWBT failed to include the encirety
of circuits as defined in the arbitrated AT&T Interconnection Agreement. This
omission of all of che relevant components was the first step in preventtng SWBT
from performing a !.RIC study on Dedicated Transport. SWBT further caupounded the
prOblem by using out-of -date ring designs. The ring designs determine the ~wuber

of nodes on each ring in S~T's SOMET networks. However, SWBT has tal1e~ to
include any of the ~stacked rings" within its network for purposes of the cost
studie$. This omission has led to an overstatement in cost because SWBT has
failed to inclur:1e those "stacked rings" within its network which would be
optimized for high traffic volumes within its metropolitan networks. Further,
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SWBT's Dedicated nansport. cost .:studies are riddled with p:roblems where swaT cost
analysts did not even adhere to their own cost study procedures. SWBT. :based on
the service codes to be included in the cost studies, should have included all
of the dedicated access transport purchased by IXCs. However, the reality is
that SWBT failed to consistently include these circuits in the cost study.

Unrealistic and low actual fill {actors are applied throughout SWBT's cost
studies in a blatant attempt to significantly oversta~e the ~C of the unbundled
elements. The 49.44\ fill factor for SONET terminal equipment in PO way reflects
the scalaJ)ility available to seT with this teclu101ogy. In fact, evtm SWBT's
cost analysts have admitted that their application of the 49.44' factor to the
"low speed- side of the SONBT terminal equipment was erroneous and that a much
higher fill factor s~ld be used in these cost stUdies. Further, SET has
identified the objective fill factors that should be used tor Dedica~ed Transpu£L
cost stUdies·, but has inappropriately chosen not to use these facto" when
developing the costs for Dedicated Transport circuits.

8 • CODIIlIOIl Tzoau.8port

The methodology Whereby SOT developed its COIllIIlOl1 Traasport cost 8~udy is
direc:rt:ly affeeted by the results of the Dedicated 'transport cost studies. SnT
has taken the DSl Dedicated Transport COllt study a8 the input into the common
Transport cost stU<ly. The lIOdifications to SWBT's DSl Dedicat.ed Transport cost
gtudy must be carried over to the Common Transport cost study.

C. DCS Punet10nality and Multiplexing

As related t.o the DCS Cost Study, SwaT incorrectly calc:u.lated the DSl
capacity for th@ DeS th@reby considerably overstating the costs of the DSl DCS
Port and the DSO DCS Port. It made a similar error in calculating the DSO
capacity of tbB D4 Channel Bank used in calculating the Dsa DCB Port investment.
What is unusual a1)out these errors 18 that many other areas of SNB"l". Dedicated
Transport and Multiplexing cost studies, SWBT correctly calculates th@se same
investments.

As related to the Multiplexing Cost Study, SWBT makes the error of double­
counting the Sales Tax Factor and Power Investment Factor an various invest.ments
included in the cost st.udy. Further, SWBT did not account for t.he method through
which the CLEC will be purchasing and using the Multiplexing eleJ1lent in
establishing t.he fill factor consequently leading to an overstatement of
investmen~.

D. Cros. Connects

Briefly, with the exception of loop cross connects with t@sting, all of the
investments SWBT has included in the Cross Connect cost studies are either
redundant of investments captured in the elements being cross connected or are
totally unnecessary.
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There are twO primary concerns with SWBT's calculations of the 5ignaling
octets per call. Fir8t., SWB'l' used. data. from Baltimore, Maryland to determine it.s
call distribution. Tbtule call distributions do not in any way reflect those that
SWBT, itself, has told AT&T in'negotiations that it experiences in Oklaho...
second, SWBT has made an enormously poor assunlption regarding the 'feature
penetration for Caller 1D with Name Delivery that it would be 100 percent in
Oklahoma which in PO way ~eflects the current or expected penetration for this
feature.

u. SUIWAllY 01' TBB CORaBCTIOHS '1'0 SWBT'. COST STtJDIBS PROPOSBD BY D. 'ttI1UlBR

A. DecUcated Trail_port

1. QaIlpletlll 1no1\1810D 0' DecU.cated. Tran_port circuit demand and an
updah SORK'l' ring inventoQ'.

A LRIC study must include all elements of demand so that the study can
capture anCS include a1l relevant econcxaies of scale. Conaervatively, SWB'r_like1y
has exclueled as PlUch a8 80 perce#t of the qualifying dedicated t~port circuits
as defined in the AT&T Interconnection Agreement. By SWBT qmitting BUch II large
portion of the dedicated transport demand, the eLBC. have been preclUded. frOlll
gaining the economie. of scale required for a LaIC study.

The use of an updated inventory of snT's BONET ring. is illlportant for the
Dedicated Transport cost stuCSies as well. Pirst, there are inconsistencies
between the ring inventory which comes from. either 1994 or 1995 and the circuit
inventory that comes from 1996. As II result of these inconsistencies, sWBT
exclUdes valiCS and important circuit data that diminishes the opportunity for
CLECs to receive the scale economies SOT itself enjoys. second, SWElT has
acknOWledged the use of an engineering concept known as ·stacked rings· for its
SONET networks. Whereas this is an efficient means through whicb to engineer
Dedicated Transport, SWBT has explained that the existence of these ·stacked
rings" is not reflected in the ring inventory. This omission prevents AT&T from
aesessing the efficiency of SWBT's engineering of its BONET network and again
prevents CLECs from receiving the scale economies that exist in SOT'S network.

To correct these problems, SWBT should be required to provide data to
account for all of the circuits that meet the arbitrated definition of
interoffice dedicated transport and provide an updated and complete inventory of
t.he SONET Rings within snTs network. This aata could then be used to calculat.e
the rates tor interoffice dedicatea t~an6port.

SWBT's failure to include all of the circuits and all of the rings in its
cost studies results in overestimating the cost of transport relative to accurate
estimates of L1UC. Primarily, the omissions cause economies of scale to be
missing from the study. Additionally. the costs ~re overestimated because they
are not studied using efficient net~ork aesign. prices based on overstated costa
are discriminatory, which is contrary to the Federal Act.
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There is no way for AT~~ to correct these problems without SWBT's belp.
Although Mr. Turner gives examples throughout his testimony to illustrate the

'--,- scope and significance of the missing circuits, there is no way for AT&T to
. sy,st;ematically generate the circuits that are IIlissing. SWBT would have to
generate a new data set based on all of the circuits within its network. AT&T
made multiple efforts .to acquire this infonnation from SOT, but was
unsuccessful •...._..~

However, the solutions summarized below reflect changes that Mr, TUrn@r
testified he was able to readily make in SWBT's c08t studies and significantly
J.essen the gap between SWBT's cost esti_ee for Dedicated Transport and the
actual I"RIC. Regardless of Whether ~h18 Commission orders SWB'r to produce all
of the cireu1~1!1 within It.s netve»:k foZ' a n.w ~ through COSTPROG, the following
changes should be instituted.

,-...-.../ 2. Pill factors IlU8t be corrected t.o aQGOUDt for fonrard-looJdn9
coat stucU•••

......... -"".'

\
',,--..

The Commission should order a te~inal equipdent fill factor of 0.85 for
use in the transport cost studi... This fill factor reflects three important
points: P1rst, SWBT, by its own admission. believes that the objective (forward­
looking) fill factor for its hrminal equipment is 0.85 for· fixed investment and
0.92 for plug-in investment. Although SWBT has the ability to apply both of
these values to the appropriate investments in.ide of COSTPROG, Mr. Turner
conservatively requested that this caamiasion adopt SWBT's 0.85 factor to be used
in the Dedicated Transport cost studies. second. much of the terminal equipment
is scalable. Tbird, when total demand is taken into account, SWBT uses stacked
rings for many routes. These last two factors support the use of bigh Objective
fill factors.

SWBT should' be required to use a fill factor of 0.85 for tbe fiber
investment in Dedicated Transport. This is SWElT'S own objective (foxward­
looking) fill factor for fiber investment. When conducting LRIC cost studies.
the forward-looking aspect of this cost methodology,requires that an objective
fill factor be used as opposed to actual (regardless or Whether the actual fill
is higher or lower than the objective fill).

DS3-DSl correetiOD ••ctor sbou14 ~. i~l~ted ~o adju8t for
SWBT incorrectly weighting tbe DS] Dedioated Trausport cost
Study with DS1 circu1t counts.

Again, as Mr. Turner outlined earlier. sWBT went to the unusual step of
weighting the cross sections in the DB3 Dedicated Transport cost study with its
DSl circuit counts. What i. more, where SWBT did not identify any DS]s in a
cross section, it still aeveloped the cost of ~ DS3 but weighted it with a DSl
circuit count only. To correct this erroneous weighting of DSJ croSS section
costs with CSl circuit counts, Mr. Turner underwent a three-step process, First.
he mat~hed up each cross section in the DSl cost study with the OS3 cost study.

,--/ Second, he took the circuit count in the DS3 cost study and subtracted from it
the circuit count in the DSl cost study. LaBt , he divided the remaining circuits
in the DS3 cost study by 28 (number of DSls in a OSJ), This yielded the number
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of DS3s in SWBT's cost study. My revised DS3 Dedicated Transport cost study is
only weighted with DS3S .

....._.
There is one other related concern. In the Interzone 003 Dedicated

.Transport Cost Study, SWBT failed to include the a~tual DS] circuit counts even
using its flawed weighting mechanism. The net effect was that this further
exacerbated the weighting probl.. SWBT bas cr~ted in the InterzODe D53 cost
stUdy in that the actual DS3e received virtua.lly no weighting. Mr. TUrner has
also corrected this error in his restatement and this largely contributes to the
sign1fic~t DS3-DSl correction factor for interzone DS3 c1rcuits.

t. RoUAdup Correc~iOD Pactor. should be applied to account for
SWBT ~B. up ~Q ~he nearsat mile.

CUrrently, the IntercolJl1ection Agreement between AT&T and SWBT calls for
~ dedicated transport .tleage to be rOUDded up to the uext nearest whole-mile.

SWBT has not developed its coste in such a way as to reflect the rounding erxor
that is inherent when SWBT always rounds up. consequently, if SWB'l' will DOt

agree to drop this provision in the Intercozmection Agreement I the dedicated
transport cost eet~te8 should be adjusted downward to reflect the rqunding
error in SWBT's methodology. Otherwise, rates based. upon always rounding up will
be discriminatory.

Because SWBT used the DSl Dedicated Transport cost study output as its
primary input into the Common Transport cost study, the changes that a-re
discussed above for the Dedicated Transport cost studies (with the exception of
the DSJ only modification for the weighting problem) also apply in the Co~n

Transport cost study.

C. DCS Punc~iODality aDd Kultiplexi~

Two simple changes must be made for DeS FUnctionality to aCCO\D1t for swaT' 8

understatement associated with the DSl capacity of a DCS and the DSO capacity of
a D4 Channel Sank. swaT needs to increa$e the DS1 capacity for the DeS to 28.612
to be consistent with the remainder of SWBT'6 Dedicated Transport cost studies
and accurately reflect the investment and capacity associated with a 081 port OD
a DCS. This modification 1llUst be reflect.ed in both the DSl DCS Port investment
and the DSO Des Port investment. Further. SWBT needs to increase the DSO
capacity for the D4 Channel Bank to 288 DSOs to be consistent with the remainder
of SWBT's Dsa Dedicated Transport Cost Study and the DS1-DSO MUltipl~xing Cost
Study, SWBT's own investment worksheet explicitly states that the capacity of
a 04 Channel Bank as used by SWBT is 288 DSOs. This capacity should be used by

SWBT.

.............

There are two simple changes that must be made to SWBT's Multiplexing Cost
Stuay to bring it into conformance with LR1C principles. First, the Sales Tax
~actor and Power Investment Factor shoula only be applied in one place in a
properly conducted cost S~UQy. Second, when CLEC8 purchase DSl multiplexing.
they purchase the en~ire DS1-worth of multiplexing. If the new entrant only uses
3 of the available 24 DSOs on the mUltiplexer, this low level of utilization and
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its cost effects are fully borne by the CLEC. The suae bOlds true for OS3 to DSl
multiplexing. Because CLSCs are purchasing 100 percent of tlSl-OSO and. OS3-DSl

.~ multiplexing, the appropriate fill factor in this cost study is ~.Oo.

D. Cross CODIleces

SWBT divided the investment and recurring costs for cross connects into
three areas: ID', testing, and equipment. The :tDP investment is entirely
unnecessary to provide connections between cOllocation cages and SWBT's MOF or
DSX, as appropriate. Further. placing an lOP bet~een the MOF or: DSJ. and the
coUoe.tion cage inserts an "additional point of failure and can complicate
maintenance between AT&:T and SWBT. In short, thi. inveiltllleD.t ancI the recurring
cost. should be remov.d. !xom the coot;. of c:ross c:annects. Additionally, the
equipment SWB'1' is including in the Cross Connect cost studies h reounclant of
equipment that bas already been captured in the elemects that are being eroS.
connected. The addition of this i.nveSl:IIIe:nt in the cross ccmneot enables SWBT to
double-recover its costs, 1s discriminat.ory, BQd does not comply with LRIC
principle•.

B. Duance Paciliu.s

AT&T and SWBT at:Ditrated a definitiou for Dedicated Transport that clearly
includes wire centers owned by AT&T, which means transport to A'1'f&T POPs would be
part of this definition. Prom a technical standpoint, the SWBT facilities that
are necessary to provide Dedicated Transport to the A'1'6<T POP are already
cOllocated in the AT~T POP and are the same type of facilities as are included
in SWBT's Dedicated Transport co.t stUdy.

Entrance facilities are nothing mere than loops that terminate into
Dedicated Transport. AT&,T and SWBT are in thill docket working to determine the
appropriate rate for unbundled loops. Once these loop prices are determined,
there will be no restrictions that would prevent the unbundled loop from being
terminated in Dedicated Transport. Again by definition, unbundled loops go to
custome~ premises which do not include AT&T wire centers. SWBT should not be
permitted to add Entrance Facility charges to its Dedicated Transport rates. If
AT~T needs access to facilities to a customer'S premises, tben AT~T will order
unbundled loops.

.,--,

....'"-"!

swaT set the precedent for not charging Entrance Facility charges in SONET
based Dedicated Transport. SWBT offers a service called Survivable Transport
Network ("STN"). The STN tariff enables telecomn'lunications companies to purchase
dedicated DS3s on SONET :rings that are defined by the' company. The company must
specify at least one of its own 1II1re centers as being on the ring fer the
termination of the dedicated transport. In this tariff there are no entrance
facility charges and, by way of cCll1i>arison, the rate per month per OS3 under this
tariff app~oaches $800.

There could be one exception when Entrance Facilities should apply. If the
Dedicated Transport that was ordered by the CLEC went from a SWBT wire center to
a CLEC wire center that wa9 not on a SWBT ring, then the assets that would. be
used to establish this facility eould resemble thoee included in the Entrance
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Facility Cost Study. Only in thig Aituation would an Entrance Facility cba%ge
apply and this would need to clearly ordered by this Commission.

Mr. Turner also responded to some of the testimony of Commission Staff on
the issue of Entrance Facilities. Mr. Turner pointed out that Dr. Paul P. Hlavac
provides testimony reganli.ng Ded1.cated Transport in which he outlines his support
of SWBT beiD9 penrltted to impose Bntrance Facility cha.~es in addition to the
Dedicated Transport rates. Dr. Hlavac believes tha~ the Interconnection
Agreement bet1lfeeD A"1'IiIT and SWBT does address Entrance Facilities as a rate
element _ Further, Dr. Hlavac asserts that "the concept of eD.trance facilities
has existed for a long time in the telecommunications indU8t~.- Mr. Turner'S
testimony shows that neither a passing reference to a "SWBT proposal- for
Bntxance FaC'11ic1ee iu an InterC:OJmeotiou Agreenw;mt nor the fact that tariffs for
2ntrance Facilities have been arouncl for a long time are llIufficient grounds for
this COI8II1iss1em to penlit SWBT to recover Entrance Facility cl2arges for all fo=s
of Dedicated TraDsport. Further. ur. HlavCJc explains tbat he believes EntriUlce
pacility charges shOUld apply regardl••• of whether the locaticm to which the
transport is being delivered (e.g., aD AT&T POP) is on a SWBT SOHBT riDg' or JIOt.
Mr. Turner's testimony explains in deta!l why, with modern SOHET techaology,
Entrance Facility charges ahould not apply when the AT&T wire center"is-a node
on SwBT' 9 SONET network because there is siDply ~o additional cost for providing
dedicated transport in such a situatiOD.

Mr. Turner doe. acknowledge that there are exceptions Where Entrance
Facility charges could apply. He agreed with Dr. Hlavac that for OS], Entrance
Facilities, the correct Entrance Facility rate "should be devised using
parameters as prescribed in the loop cost study.M Thi. cannot be the case for
OS3 Entrance Facilities for these t1llO reasons which Mr. Turner explained in the
rebuttal testilnony: (1) SWBT has not conducted anything approaching a valid loop
cost study for DS3 Entrance Facilities: and (2) swaT assumes for the DS3 Entrance
Facility oost study that the Local Service provide (LSP) wire center is always
on a SWBT SONE'l' ring. consequently, Mr. TUJ:ner ~trated that, with such an
assumption, OS3 Entrance Facility charges should never apply to D53 Dedicated
Transport.

Mr. Turner's testimony confirmed tbat. except in very limited
circumstances, SWBT should not be permitted to levy ~trance Facility charges OD
LSPS purchasing unbundled Dedicated Transport. "l'his is because. in most
instances, SWBT will not need to deploy Entrance Facilities in order to provide
Dedicated Transport and, therefore, there is no additional cost to recover. For
example, where an LSP switch is located on SWBT's BONET network, SWBT can and
will provide Dedicated Transport without deploying Entrance Facili~~es (which are
comprised of LoopS). There are circumstances, however. where the LSP switch is
not attached to SWBT's SONET equipment where sWBT might be required to deploy
Entrance FaCilities to provide transport. This is, however, the only
circ\JlT1stance where Entrance Facility cMrges should apply. Mr. TUrner further
explained that even this limited circumstance will provide an opening for S~T

to implement technology in its network that is inferior to what it currently
deploys and will deliver substantially inferior service to LSPS and customers in
Oklahoma. However, given that there can be a limited circumstance when an
Entrance Facility rate element can apply to Dedicated Transport, Mr. 'turner
me~ely commented on the adequacy of SWBT's currently proposed rates and charges.
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In short. Mr. Turner showed. that the rates and. chargeS' SWBT is curJ:'@ncly
proposing for the DS) and DSl Entrance Facilities are not consistent with the
LRIC cost methodology applicable in Oklahoma.

P. Signaling Oc~ets per ~all Calculation

As a general rule, 8W8'1' should be required to use Oklahoma-specific' (rather
than Baltimore-specific) data for calculating the signaling octets per call.
First, SWBT should. be required to use the number its has shared with AT&T in
negotiations of 40 percent for CliBtribution of intraoffice calls. second. SWBT
should be required to utilize ~ Oklahoma specific value for the percentage of
interLATA traffic tbat is direct trunkedo versus tand.ela t.runked.. MY estimate for
this d1Btribu~1on is ~t 90 percen~ of the interLA~ ~raftic is direct truPked
and 10 percent is tandem t:nmked. Pinally. SWB'l' should be required to use its
own feature penetration rate for caller 1D nth NQIe Delivery (Which will be
considerably lower than Caller ID by itself) rather thaD assuming that AT&T and
other CLBCs will give the feature (and preswubly the terminal equipment) away
for free. .

G. optical Dedicated 'l'raA.po~t

Because SOT did. not provide cost Dt~e8 for optical. Dedicated Transport
COC3. OC12, and OC48), it wa9 iJ1Cl.Ul'beDt upon ATf&'l' to p~ovicle such a study. Kr.
Turner created three studies. xn developing these studies, he relied exClusively
on input alread.y provided by SOT either in COSTPROG or with the equipmalt.
pricing. In short, he provided Optical Dedicated Transport. costs that were as
consistent as possible with the underlying approach and equipment prices SOT

'~ would use in developing costs.

In. THE COMKISSIOR SHOOLD HO'l' APPROVE 'l'BB COX/SWST SBTTLBIIBIl":

Finally, Mr. TUrner explained that he reviewed t.he portion of the rates
contained in the proposed settlement. between SWB'l'. Cox and Staff relating to
Transport and Cross connects. The p~oposed settlement rat.es do not ~epresent

cost based rates which satisfy either the Oklahoma costing rules (OAC 165:55-17­
25 and OAC 165:55-17-21) or the relevant provisions of the Telecommunications Act
of 1996. The proposed settlement rates do not incorporate all of tbe changes
which Mr. Turner submits are neceDsary in order to render SWBT's cost st.udies
compliant with the Aot and the Oklahoma costing rules as outlined in his
testilllOny. The proposed settlement rateS do not even incorporate or represent
the changes and recommendations of Staff consultants and., t.berefore. cannot be
c05t~based even based upon the recommendations of Staff's own copsultant. Mr.
Turner also pointed out that there is no evidence from wbich one could oonclude
that these ~ettlement rates incorporate all of the changes to its cost studies
which SWBT has admitted should be made (e.g., to fill factor.) to render those
studies compliant with the Oklahoma cost rule and the ACt. Finally, Mr. Turner
explained that he was familiar with the competitive rates for transport that are
generally available in the Oklahoma market today. The proposed settlement rates
greatly exceed the compet~tive rates available in Oklahoma. Based upon these
observat. ions, Hr. Turner urged the Commission not to accept or approve the
proposed settlement rates.
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On cross examination by Soutbwestern Bell, Mr. Turner first stated that
rates produced in this docket would need .to be ·close to· those presented by AT.T
in order to be considered cost-based. However, be conceded that cost-based rates
could be see at a level Which devia.ted from those proposed by AT&T. He stated
that the Commission could evaluate all of the inputs presented by tbe different
patties and conclude that tbe~ are legitimate input. that the parties differ on.
He said AT&T may lIot agree with that decision bUt that it would Dot be an
arbitrary decision as to what the rates should be. It would be based on cost..

He aleo agreed that Where there aX'e disagreement. on inputs between
witnesses for Southwestent ~l~, Cox and ATJ..T, tben tM r.nmmi1l81OD could resolve
those i8suee and determine a rate _hic:b is fair anc1 reaSonable. He reiterated
that ATlr.T's cost numbers were not the only correct cost-based nUJDbers.

Mr. '1'Urner confirmed that cost data presented by the parties has covered
a variety of input itema which are in dispute. The purpose of the hearing, in
his estilMtion, WIlS for each side to present their respective veX'siang of cost·
based inputs so the Judge could make a decision and recommend ehat deci~icn to
the Commission. The process of presentiag these inpUts at tbe hearing would
~create a record of what the cost-b.ee rates were.- Mr. TUrner explained that
one of his criticisms of the proposed settlement was tbat it provided no
traceability bck to inputs and in no way reflects an evaluation of the cost basis
for that rate. Mr. Turner alao compared the "I1'arious proposed ra~es wi th certain
compet.itive rates with which he was fcuniliar, but did not tie any of this
comparison to costs.

8. Marshall R. Adair

Hr. Adair is employed :by AT&T U a Manager in AT&T'S Network and COPlP1.ltillg
services Division. His responsibilities inclUde reviewing and analyzing local
exchange carrier f.ariffs, filings and cost studies. The purpose of his testimoDy
is to present AT.T's non-recurring cost (NRC) studiee and J:'esults for the
Oklahoma cost pJ:'oceedings.

AT&T submitted, consistent with Oklahoma Rule 165:55-17·25, Forward Looking
Long Run Incremental Costs as a basie for setting prices in this procet!ding. The
cost studies and results sponsored are for those costs which are non-recurring
in nature.

Due to a negotiaeed agreement with SwaT in this proce~ding, AT~T used
SWBT's cost flIO<1eling process for non-recurring costs. AT&T took the non­
recurring costs proposed by SWBT in its various cost etudies and adjusted the
inputs upon Which those costs are based to reflect a forward looking least cost
most efficient environment.

~sin9 SWBT's filed paper copies of its NlC cost stUdies, which eonsiat of
~) a series of EX~EL spreadsheets. AT&T duplicated the spreadsheets and the fo~lae

within the spreadsheets which link the input figures to the results figures.
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AT&T witness. Mr. Leo Segura, p:rovidec1 the input revisions to the AT&T NRC
cost studies for Oklahoma. Mr. Segura' s infonnation regarding appropriate inputa
is derived from multiple sources. Specifically. ATIi&1"s nationally developecl NRC

,MOdel, contained the relevant information for appropriate inputs to NRC studies.
The AT.T Model (and its inputs) was developed by a team of industry experu
utilizing a combination o~ industry expertise as well as time and motion studies.
This team of industry e~erts includu numerous AT&T persOIlllel with anaDy years
of experience in the local telephone industry. This experience includes years
of work for various R.egional Bell operating Companies.

.....
Osing the inputs supplied by Mr. Segura and the spread$heets which

replicate SWBTs cost methodology, Mr. Adair developed the NRCs proposed by AT&T
in this docket. The fOLlowing 111 a l;i..t. of tbe Long RUD Incremental. Cost
("LRIC-) NRC studies being sponsored by AT&T in cause NOS. 97-213 and '7-44~,

respectively:

POD !n-213

unbundled Network Interface DeVice
Unbundled dB LOSs Condition1ng
Unbundled Local Loop (and worlt paperl!l)
tJnDundled Network COJilPonent Loop Croa8 Connect
Unbundled Network Component Port CrOsB Connect
unbundled Analog Line-Side Port
Unbundled Basic Rate ~nterface Port
unbundled Primary Rate Interface Port
Manual Call Trace
2-Wire Analog Trunk Port (DID)
Unbundled Digital DSl Trunk Port
unbundled Basic Rate Interface port Features
Unbundled primary Rate Interface Port Features
Unbundled Local Switching Peatures
Unbundled Local ~1tching Centrex-Like Features - Analog
Unbundled LOcal Switching centrex-Like Feature& - ISDN
Unbundled Dedicated Transport
unbundled LSP to SS1 STP
Signal Transfer Point (STP) Port
LIDS SMS

Unbundled service order
Maintenance of Service
Time and Material
Direct Inward Dialing (DID)
Channelized DSl
Dark Fiber Cross connect
Interoffice Transport DSl
Interoffice Transport DS3
Interoffice Transport Voice Grade
Digital Cross connect Systems
sasic Rate Interface (CSV/CSD)

-148-



11/20/00 10:46

PUD 97-442

LSP simple Service COnversion
LSP Complex Service Conversion
Shared ])A ~d DACC
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finally. Mr. Adair reviewed the portion of the rates contained' in the
proposed lIettlement between StmT, Cox and Staff relating to Non-Recurring
Charges. The proposed settlement rates do not represent cost cased rates which
satisfy either the Oklahoma costing rules (CAe 165:55-17-25 and CAe 165:55-11-21)
or the relevant provisions of the TeleCOIlIIIUnications Act of 1996. The proposed
settlement rates do not incorporate all of the changes wbich are necessary in
ord.1" t.o ~ender CWBT" D COlit studip.. compliant with the Act and the Oklaholna
costing rules as outlined in Mr. Adair' 5 testimony. Indeed. the proposed
settlement rates do not even incorporate or represent the changes and
reconunendatione of Staff consultants and. therefore. cannot be cost-based even
based upon the reCOlllll8l1datie:ma of Staf f I iii own consultant. The CODIIIission should.
not adopt these rates.

9 • Iliaare! B. Lee

Mr. Lee is Viae President of the economic consulting firm of Snavely KiDg
Majoros O'connor & Lee, Inc. Mr. Lee demonstrated that the projection li.es
proposed by the stilff of the FCC and adopted by the OCC last year are appropriate
for use in LRIC calculations. He also demonstrated that the lives proposed by
SWBT are far too short for use in LRIC ca.lculations and lIould result in
appropriately high c08te for unbundled network ele~nts.

LRIC calculations require the use of forward-lOOking economic liyes for
plant facilities. Since 1980-tbe FCC has had as its goal the prescription of
forward-looking lives ba.sed upon company plans, technological developments and
other future-oriented analyses. From Mr. use's personal experience as A~~T

Regulatory Vice President - Pinancial and Accounting-Matters, he can ilffirm that
the FCC's prescriptions are, indeed, forward-looking. Prior to divestiture. be
directed the preparation and presentation of all Sell Operating Company
depreciation filings before the FCC, including those of swaT. From 1984 to ~990,

he was responsible for AT&T Communications depreciation filings.

Mr. Lee provided empirical evidence of the FCC's forward-looking
orientation. The depreciation reserve percent for all LBes has risen from 18.7
percent in 1980 to 47.1 percent in 1996. Similarly, the depr~ciation reserve
percent for swaT has risen from 36.5 percent in 1990 to 46.4 percenc in 1996.
SWBT's depreciation rates have averaged 6.4 percent ove~ the last seven years,
while its retirement rates have averaged only 3.3 percent. Lastly, the FCC'S
prescribed lives for most major accounts are significantly shorter than recent
actual life indications.

SWBT'S proposed lives are consistent with those it uses for external
financial reporting. The FCC has rejected the use of financial book lives for
regulatory purposes. The ~cc has long recognized that financial boOk lives are
governed by the GAAP principle of "conservatism,n which causes them to be biased
on the short side.
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Mr. Lee rebutted SWBT' e cont.ention that prescribed lives have not resulted
in economic depreciation. He pointed to LEe market-to-book ratios and purchase
premiums as evidence that uSC plant is not underdepreciated. Additionally. the
replacement cost of SWBT-Oklahoma's loop plant is significantly greater tban its
depreciated net book value.

Finally, the -benchmarks- used by SwBT to eupport ice lives are not
relevant. Comparisons to 1994 A'I'foT lives are irrelevant 1)ecause AT"T had no
local loop or end office switching equipment in 1994. Comparisons to the
financial book lives of other companies are likewise i~~elevant, since financial
book lives are biased on the short side, il/ll explained 8bove.

~t th@ cnn~lusion of his direct testimony, Mr. Lee explained that the use
of ~realistically short depreciation lives in LRIC calculations would be anti­
competitive, discriminatory and, in fact, unlawful.

In his rebuttal testimony, Mr. Lee responded to the recommendatiOPS of
Robert L. Stright, Executive Vice president of T.be Liberty CO!l8ulting Group, for
the depreciation lives to be used in LOng-ron Incremental Cost (-LlUe-)
calculations.

Mr. Stright correctly ooncludes that:

The proper depreeiation lives to be used for calculating
unbundled network element prices are those prescribed by
the FCC in SWBT'S most recent depreciation review. l1

Despite this conclusion, Mr. stright arbitrarily recommends different lives
for four accounts. He recommends much shorter lives for three of these ClccountS.
AS Mr. Lee explained in his direct testimony, unrealistically short lives would
result in prices aDo'Ve LRIC.l2 Such prices would impede the development of
competition based upon the purchase of unbundled network elements. They would
also require ratepayers to make unlawful capital contriDutions to SWBT.'J

Finally, Mr. Lee reviewed the portion of the rates contained in the
proposed settlement between SWBT, COX and staff relating to Depreciation. The
proposed settlement rates do not represent cost based rates wbich satisfy either
the Oklahoma costing rule/ll (OAe 165:55-11-25 and OAe 155:55-17-27) or the
rele"ant provisions of the Telecommunications Act of 1996. The proposed
settlement rates do not incorporate all of the changes which are necessary in
order to render SWBT'. cost studies compliant with the Act and the Oklahoma
costing rules as outlined in Mr. Lee's testimony. IndeeQ, the-proposed Bettlement

11 Stright Direct, cause NO. PUD 910000213 (-Cause 213-). p. 34; Cause No.
PUC 970000442 (MCause 442 R ). 26.

12 Lee Direct, p. 24.

1) Id., p. 25 .
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rate5 do not even incorporate or represent the changes and recommendations of
Staff consultants and, therefore. cannot be cost-based even based upon the
recommendations of Staff's own consultant. The commission should not. adopt these
rates.

D. svidence and Tesdmony of Chick.saw, DobBon and Pioneer

ltent Larse:A

Mr. Larsen's testimony addressed problems with SWBT's unbundled Network
Element (UliIS) pricing and the Long Run Incremental COst (LlUC) methods used to
develop the per-unit cost to deploy a forward-looking network. In order for
SWBT's torward-100king LR~C 8tudiee to provide valid results, SWBT sbould be
required to forecast forward-looking d~d con8istent with LRIC study
principles. SWBT has misapplied d~d units to it. calculated costs; double
counted certain costs, such as Premium Time~Labor: bas izlflated the cost.s of many
tINE prices; !ncorrec:tly developed certaitl factors inflating the costs of many mm
prices, including tbe connon COst Fixed Alloc:ator applied to all elements and the
BUilding Factor applied to Central Office Electronic elements. Mr. Larsen
testified that he believes tbe threat of windfall profits is almost a· cert.ainty
if SWBT's demanc:l asswaption.s and. the resulting prices are allowed to stand. SwaT
is entitled to recover all of it. co.ts, defined to include a reasonable profit
and a cont;tibution to its common costs, Yet. if SNDT' &I pricing methods are
allowed to stand, SWBT stands to recover almo.t th~ee times its costs based on
SWBT's own demand assumptions. LRle demand. a recognition of long: run. costs and
demand and the fact that. over the long run, lumpy, fixed costs associated with
large plant deployments are assumed away as variable and avoidable. LRIC also
requires SWBT to recogni~e that the efficient deployment of a competitive network
does not contemplate deploying twice as much spare capacity as that Which is used
today. combined, these two features of LRIC require SWBT to revise its demand
ass\UllPtions upw~d by a substantial margin and reprice its ONEs accordingly. If
a rated fill factor for a network element was assumed to be 85\, then a pure
application of LRIC principle. requires SWBT to calculate demand to equal 100\
of the capacity in place. or its rated fill of 85' of tbe capacity deployed­
SNBT is calCUlating t.he cOlMIQn Cost FiJted Allocator on one basis and then
{over)applying it on a different basis, yielding an over-recovery of these costs.
proper application of the factor to only the expense portion upon which it was
baaed yields an accurate forecast of the common costs in the ACES progriUll. Mr.
Larsen recommended that SWB~ be prohibited from charging a premium rate in its
interconnection agreement. It is Mr. Larsen's opinion that booked building costs
are high in comparison to other large LEe study areas and cherefore unsuitable
as a starting point. that SWBT has not properly satisfied its burden of proof
supporting its 2.57 composite cC to BC ratio for buildings and that there are
additional computational errors. all of which combine to overstate SWBT's
building costs.

The commission should reqUire swaT to support its inclusion of excessive
book cost as an efficient starting point to project forward-looking costs or
adjust the starting point to • more reasonable amount. Mr. Larsen recommended
that SWBT should adjust its building replacement costs to reflect that a forward­
looking. efficient deployment of modern, digital switches would assume a smaller.
properly sized building. Mr. Larsen recommended that the Commission require SWBT
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~o demonstrate similar rigor defending its assumptions rega~ding its building
costs or should require SWBT to utilize 19.7\, the weighted average of building
costs to switching as shown on Attacbmeut 1 and cited in my prefiled testimony.

The corrections recommended in his prefiled testimony should. reduce
building cost to a more reasonable level and thu$ reduce SWBT's UNB prices. Mr.
Larsen recommended that the Comndssion require SWBT to recalculate its Buildings
factor and all resulting ONE el~ents Which include the Building factor as a
component of their cost.

Hr. Larsen recommended that the Commission not appro~ SWBT's LaIC ~ost

studies unless the problems raised in his prefiled testimony and the problems
identified by AT&T'~ te8ti~y and analysi. are rAmedied.

B. RvidAnce and 'l'e8timo~y ot 'l'he Libe~ty COlUlulting Group

1. Robert L. Str1ght

Mr. Stright is aD officer an4 owner of The Liberty Consulting- Group
(Liberty). The Staff of the Oklahoma Cozporation COIIImi8sicm hired Liberty to
as8isl; in the review of testimony aDd cost studies supporting proposed pe~eDt
prices for the unbundled network elements of Southwestem Bell Telephone Company
(SWBT). Mr. Stright's testimony stUm\B;tizes the resull;s of Staff's review of the
cost studies that: SWB'l' and AT&T presented. in support of their px-oposed prices in
this proceeding. The testimony lists and eupport8 those areas where adjustments
should be made to make the result. of SWBT'. cost studies more appropriate for
use as a basis for establishing those prices.

Mr. Stright's testimony in POD 97-213 provided a summary of (1) Liberty'S
qualifications to perform the review of cost studies. (2) the process Staff used
t.o review the COSt. studi... (3) the relationlllhip among the tbree Staff witnesses,
and (4) the network elements that are to be priced in this proceeding. The focus
of his ~estimony was on (1) the common aspects of the cost studies, and (2) the
pricing of unbundled loops.

Many of the cost stUdies used to support price proposals used some of the
same general inputs. factors. and methode. In general. these common inputs and
factors applied to elements that: bad a capital investment and for Which there
were recurring prices. These common aspects included: (1) t.he use of a cost of
capital to determine part of the monthly expense associated with capital
investments and to perform present value analyses, (2) the use of economic lives
of various equipment categories to determine the depreciation expense for various
investments. (3) the use of the capCost model to determine the recurring costs
associated with capital investment, (4) various factors used in either the
CapCost or ACES model, and (5) the application of a common overhead factor to
calcula~ed costs to determine proposed prices.

with regard to the economic lives used to determine the periOd over which
depreciation of capital assets will be recovered, Staff believed that, in
gene:r:al. the lives prescribed by t.he FCC should be used in the pricing on
unbundled network elements. SWBT proposed economic lives that, in the areas of

·152-



11/20/00 10:46
NO. 006 [;125

"'-.J.

',_,.J

'"----

electronics and outside plant, were much shorter than those used by the FCC.
Staff believed there are reasonS that lives could be shorter in the tirst ot
these areas but not the second.

Staff found that the parties did not use the CapcoBt model appropriately
to determine the rate at which depreoiation will be recovered. More specifically,
the way the parties ran the model added new investJJleDt each year even before the
end of the econollic life of the asset. Staff recommended tlIat the capeost model
uae a rectangular survivor curve, whic:h will ensure that the correct amount of
depreciation is recovered.

Staff reC'OJlDl"'...nd.ed changes to factors used in the cost studies. For ~le,
S~atf recommepOed that the inflation factor should not be used since there was
no accounting for an offset to inflation from productivity gains, Also, Staff
calculated a building factor that waS lower than that proposed by the other
parties. The way the other parties calculated. the build.ing factor would helve the
current number aDd size of SOT' s buildings reprodue=ed, Which is not a forward
looking assumption. .

Finally, Staff calculated a COMmOn C08t factor thAt vas differeDt than
those used by the other parties. Since the camaon cost factor is applied to costs
-that inolude a. return CD investment and inc::ome taxes, it is more appropriate to
use ~evenU8S as a basis for the factor as opposed to the expens@s basis that SWBT
used.

With regard to the loop cost studies, Staff recommended changes in three
areas. First, Staff calculated forward-looking fill factors for the copper
distrihution and feeder portions of the netvor)c. Pill factors are used to
4etermine the amouut of spare capacity that should be included in the price of
unbundled loops. SWBT used current fill factors wich had evolved over the years
as opposed to factors that could be considered the most efficient ano forward
looking.

Second, Staff recommended that a correction to the loop cost studies should
be made be~ause a.ctual loop lengths were not used in the loop cost model. SWBT' S

model used length band midpoints and this bad the potential to cause a small
error in the calculated loop cost. Finally, Staff recommended a correction factor
be applied to the costs of 4-wire loops because those loops tend to be used in
busipes5 applications, and businesses may have, on average, shorter loop lengthS
than residential 2-wire loops.

~r. Stright's testimony in PUD 97-442 provides a summary of (1) Liberty's
qualifications to perform the review of cost studies, (2) the process Scaff used
to review the cost studies, and (3) the items that a~e to be priced in this
proceeding, SWBT and ATkT sought a dete:cmination of prices for: cOIIIPensation tor
delivery of traffic, directory order and delivery, a variety of items relates to
911, directory listing information, customer change cha~es, operator sel'Vice and
directory assistance branding, operator sel'Vice and directory assistance service
rate information, operations support systems access, interim number portability,
and operator service and directory facilities.
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Some of the proposed rates cmd some of the inputs and assumptions used in
the cost studies for Chis proceeding were identical to unbundled network elements
whose prices will be determined in POD 97-213. Therefore. Hr. Stright repeated
gome of his testimony from that Cause in this proceeding. Moreo"er, Mr. Stright
attached the testimony of Thomap M. Krafcik and paul P. Hlavac from POD 97-213.

Par most of the it~. to be priced in this Cause, SW8T determined its
proposed prices on the basis of costs. However, for a few items, swaT used what
it called market-based pricing. Staff does not agree with this method of
pricing. The parties call the items that are to be priced in this case ·services
and functions necessary for interconnection.· The relief that tbe parties
jointly seek in their application appears to identify these items as some~hiDg

other ~ unbundled network·elements. Ne"ertbeless, many ot th~.e it... have
the characteristics of unbundled network ele.ents. It wauld be consistent with
the Telecommunications Act of 1996 ("the Act-) to include tbea a8 unbundled
network elements and it is difficult to distinguish the services that are at
issue from tmbundled network elements. However, even if the items are DOt

unbundled net.work elements, the way that: the parties have treated them meaDS that
the saJI\e pricing standard should apply to them under the Act. Section 25:2 (d) (1)
of the Act imposes a cost-based pricing standard on both interconnectio~ and
unbundled network elements. The parties' joint application called the items of
this case services and functions necessary for interconnection. sect.iOD
252(dl (1), which the parties alBO cite as conferring on this commission the
jurisdiction t.o decide their joint application, makes no distinction in the
pricing basis t.hat applies to interconnection and to unbundled network elements.
Therefore, the pricing standards that were used in POD 97-213 for network
elements are equally applicable in POD 97-442. The parties agreed in POD 97-••2,
as did the Staff, that long-run forward-looking costs shoUld serve as the basis
for pricing. So should those costs serve her8 to guic1e the Commission's
de~erminations of the prices for the items at issue here.

With regard to the specific pricing in thi. proceeding, Staff calculated
prices or requested that models be run with changed inputs and assumptions to
detennine new prices. For the item concerning proviQion of directory assistance
listings. Staff recommended that either a completely new cost study be undertaken
that would better reflect SNBT's investment in the directory assistance database,
or that a specific rate, calculated using AT&T'S method, be adopted. Por the
service related to non-published nuMber messaging service, Staff recommended a
price of $0.00, because it is a reciprocal rate and there is not likely to be
~uch of a imbalance in the parties' billings. Staff concluded that there was no
need to determine a price for interim number portability.

2. paul P. Hlavac

Dr. paul P. Hlavac is a consultant with The Liberty consulting Group. His
testimony summarized Staff's conclusions regarding costs and prices for UPbundled
network elements related to Iocd switching, portEi, and tandem switching;
dedicated ~ransport; common transport, Signaling System 7 (557); operations
support Systems (OSS); and most of the elements for Which SWBT has proposed
pricing on an IndiVidual Ca3e Basis (Ies). These reB elements included some types
of dedicated transport, customized routing, call blocking/screening. Advanced
Intelligent Network (AIN) , performance data, and dark fiber .
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With regard to switching, Staff recommended cnanges to the eost studies
related to the discount fram the vendor list price that should be used in the
cose model. Staff recommended that the discount be increased to reflect prices
that will be forward-looking. Staff also thought the cliscount should consider the
minimized cost over the life-c~le of the switch.

With regard to dedicated transport, Staff recommended changes, such as
those related to the fill factors, so that the cost studies would reflect
forward-looking costs. Utilization was also an iuue in the cost studies related
to signaling elements.

SWElT proposed -individual case basis" pricing for sane element.s. some types
of elements or activi!;ies are so variable in naeut'e tbill. It i. not ~edooae.bl. ~o

devf!!lop meaningful prices through a cost study approach. 'In sQtue cases, the
facilities or activities involved are complex or do not follow routine patterns
or seque»ces. In other cases, they are provided or performed so infrequently tbat
it is impractioable to price them through cost studies. In any case, the UDique
aspects of providing a certain element or of pedormiDg' a certaiD activity need
eo be considered in determining an apprQPriate cost.

For some elements, such as the provision of performance data, Staff agreed
that ICB pricing was appropriate. Fot' others, suCh a8 dark finer, Staff
recommended that cost studies be performed and prices determined.

3. Thoma. K. lCrafaik

Mr. Thomas M. Krafcik is a consultan~ with The Liberty consulting Group.
His tes~imcny summarized the results of Staff's review of non-recurring cost
studies that swaT submitted in support of its proposea prices in this proceeding.
His testimony a180 addressed costs associated with: Line Infonnation Data Base
Validation, Calling Name Delivery Service, Toll Free Doiltaba$e, Opera.to:r services
Call Completion services, Call Branding, and Service Rate Xnformatioa.

Staff had several concerns tbat affected the costs of various nem-recurring
elements. These concerns dealt with: (1) the support asset loading factor that
SWBT uses to develop labor rates; (21 SWBT's inclusion of incen~ive payments in
its calculation of labor raees: and (3) SWBT's activity-time e8timates. In
addition, for particular studies. Staff had concerns about (1) SWBT's asswnptions
regarding fo~ard-looking technology and processes; (2) SWBT's computer and
procure~ent costs; and (3) SWBT's proposed disconnect charge.

With regard to t.he support asset loading factor, Staff's recommended
changes were made to ensure that certain costs were not included twice in various
aspects of SWBT's cost studies. one Of the more significant concerns with the
non-recurring cost studies dealt witb the time estimates p:rovided for various
activities required to provide network elements to the CLECII. Neither A'l'ICT not'
SWBT provided solid support tor their time estimates. Staff provided
recomm~ndations that used the estimates of both parties.

There were several non-recurring cost studies for which SWBT did not use
forward-looking technologies and methods. For example, SWBT did not assume the
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contplete mechanization of service orders. Staff recCftlll\el1ded changes to the inputs
and assumptions used in the cost studies to correct for this aspect.

,- .."

statf recommended numerous changes to the large number of ~on-recurring

cost studies. In general, these changes were made to prevent double counting, to
provide for a separate disconnect chargli!, and to make the studies reflect

~ efficient, forward-looking costs.

%11. Pinding_ of Vact aD4 Conclu.1~. of Law

A.. J:ntroduction

On June 12, 1998, the ALJ issued his oral recommendation i~ cause NOs. 91­
213 and 97-".2 ("the COSt docket-). After oOl1sidering all of the evidellce
presented in the docket. including the testimony of Liberty Consulting
(-Li.bercyw), the ALJ rec~ded approval of the stipuladon in POD 9'1-213 (-the
stipulation-) reached betweez) the Staff and Cox, and wtUch SWBT agreed DDt to
oppose if adopted in toto (See Tr.• June 12, 1998) Ud the stipulation proposed
by Staff in POD 97-442 which SWBT agreed not to oppose if adopted in -toto. lt

The ALJ conoluded that the stipulated rates are based upon. an ;walysis of
the costs presented by the parties in thi. proceeding and are thus, cost-based
and clearly supported by the evidence. In so finding, the ALJ noted that the
performance of cost 9tudies is not an exact science, but instead is a process
which requires substantial adjustments aDd estimat.ions. He abo found that Cox'S
testimony should be given more credence thaD that of AT~T with respect to the
rates to be adopted in this docket since Cox is a facility-based provider that
has already entered the market. is currently in busineBs in Oltlahoma, has
collocated with SWBT in Oklahoma and is currently passing orders. conversely,
AT&-T is not currently in business in Oklahoma and recently iJldicated in cauae NO.
PUn 97-560 that it would not enter the market in Oklah~ at any tilDe in the near
future, if ever. Based upon COX's testimony. the ALJ concluded that Cox, and any
other facilities-based cOlIIPetitive local exchange company, could enter the
marketplace and become a competitor in Oklahoma with the rates proposed in the
I!lt ipulation . Id.

The ALJ further concluded that even if considered, the appropriateness of
which is discussed below. Liberty's testimony supports the reasonableness of the
stipulation. The ALJ fOWld that this entire docket has evolved throug-h various
stipulations, including a stipulation under which the parties agreed to use
SWBT's cost models, a non-unanimous stipulation reached between SWBT and AT~T

(and which Staff agreed not to oppo~e) regarding the acceptance of a 10 percent
weighted average cost of capital and finally, the stipulation reached between Cox
and Staff ~egarding the rates for certain SWBT unbundled network elements and
services. The ALJ concluded that !liberty's testift\Ony supports the stipulation
reached by virtue of the fact that in aome areas, Liberty elected to simply

\\-./
14 Most of the discussion regarding the ~stipulationn herein pertains to

the PUC 97-213 stipulation. However, many of the findings of the ALJ regarding
the POD 97-213 stipulation apply with equal force to the POD 97-442 stipulation.

_.I

• J56-



11/2121/00 10:45
NO. 005 [;J29

' ... j

''--_/

'-.....-'

averase the difference between the AT&T and SWBT pOsitions or accept one rate
over the other as being more reasonable if the rate fell closer to the range
anticipated by Liberty. pollowing is a more detailed explanation of the ALJ's
recommendation with respect to the evidence presented in this docket which
clearly supports his position that the stipulated rates in both PUC 91-213 and
97-44~ should be adopted in toto by this commission. Id.

B. Liberty Testimony

On April tt, 1998, in Order No. 422255, the Commission directed the ALJ to
reopen the record for the submission of testimony and exhibits that bad been
prefiled by Liberty, but which had not. been offered into evidence by Staff during
Staff' s portion ot the case ())ec;:aUIIC: st...ff had signee! ancl ~unC'""rl Rupport of
t.he stipulation), Thereafter, at a prehearing conference on April 28, 199B.
which was continued to May 4, 1998, the puties each agreed to waive their rigbt
to cro8s-examiDe Liberty Consulting's witnesses and. for Liberty ConSUlting' 8

testimony to be entered into the record pursuant to Order Ro. .~2255, thereby
eliminating the need for Liberty ConSUlting's witnesses to appear live ~t the
hearing. The parties further agreed to revisions and ad4it.ions to the procedural
schedule for the limited purpose of addressing any specific issues raised·by the
admission of Liberty's testimony into the record. (See orde~ Revising Procedural
'Schedule, Order No. 423165, ent.ered an May 15,,1998). Pursuant to the revised
procedural schedule, the parties were permit.ted to file briefs and affidavits
regarding the impact, if any, of Liberty's testill101lY on the ou.tcome of this
docket. AT"T, Cox and SWBT submitted briefs regarding the impact of such
testimony. After review of the briefs and affidavits in support thereof, the ALJ
finds that as a matter of evidentiary law, Liberty'S testimony was not properly
placed in the record for the following reasons.

First, at the hearing on the merits, Staff announced that it had proposed
and signed a nonunanimous stipUlation and consistent with such stipulation, it
was exercising its right not to introduce Liberty'S prefiled testimony into t.he
record. Subsequently in the hearing, Staff counsel announced that. he was asked
by his client to move for the introduction of that testimony after all, but the
motion was rejected by t.he ALJ because the Staff had already announced its
decision to waive its opportunity to present testimony and evidence. The
hearings concluded and the ALJ notified the parties by telephone that he was
recommending approval of the COX/Staff stipUlation and directed the parties to
prepare a draft written recommendation. As that was being prepared, during
deliberations. the commis5ion voted to require the introduction of the Liberty
prefiled testimony into the record.

Liberty waS retained by and worked for the Staff, but Staff elected instead
to develop and propose the rates set forth in the stipulation and to sign such
in full support of it.

For these reasons, the ALJ concludes that the introduction of the Liberty
testimony into the record has no impact on tnis proceeding. Jlowever. even
assuming arguendo. that it does have an impact. its impact i$ that it clearly
supports the stipulation reached between Staff and Cox, as discussed intra.
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1'here has been consideriWle testimony concerning cost-based rates and
whether the various cost proposals satisfy the Commission cost st.andard. tor lrmg
run incremental costs ("LRIC·). (See OAC Rule 165:55-17-25). The term -cost­
based- arises from the requiremenU of seation 252 of the Telecommunications Act
of 1996 (-the Ace-), which is a pricing rule for UREa. Specifically, 'Section
252 obligates the Commission to dete~ine ·just and reasonable rates· that are
based on cost, are nondiscriminatory and which may include a reasonable profit.
With the stipulation, the same issues are raised again: do the stipulation rates
satisfy the cost-based rules? The ALJ cOncludes that any price structure which
uses cost infonnation as the basic structure, as the Staff's proposed stipulation
bas done, is ·based on cost,· though many ~uch price structures will not hp­
"equal to· cost.

A number of parties presented cost testimony and rates which each asserts
satisfies the commission long run cost standard. (See, e.g., Testimany of Barry
Moore for SNBT, L. Segura for AT'T, Dr. Collins for Cox and others.) The rcmge
of costs results was considerable. (See Moore's schedUle 6. p. 4 and compare
with Turner'S SBT-3, p. 4, or see Smith's Schedules 2, 3, 4 and 5 and compare
witb petzinger's CBP-2.) The fact that must be kept in mind, ho~ver, i8 that
the Conlntission' s ultimate obligation is to determine "just and reilsonable rates."
This standard is well known to the conmission and has traditionally been the race
9tandard for utility rates.

The te~ ~based on cost,· on the other band, is nowhere defined in the
statutes. the Commi.ssicm'8 rules or by the parties. III itB most natural meaning,
"based on" merely designates something upon which another thing is mult upon or
supported; it is a starting point, not an end in itself. It need not. and does
not, mean that rates must equal any particular cost and indeed the use of the
terminology "just and reasonable- would be superfluous if races we~e merely to
equal costs. The terms -just and reasonable· are well known and understood in
Commission rate tlIaking terms and historically have beeD applied, often and
usually with a basic foundation on cost, at rate levels that sometimes deviate
above and below cost when the "just and reasonable- objectives are taken into
account. Several witnesses have agreed, of course, that rates ~y indeed deviate
from a strict -rate equals cost· criteria. (Se., e.g., Tr., March 12. 1998, pp.
12B·U9 (Klick).) The 1'rLJ would note that in making hie fina ings, he gave some
consideration to t.he Affidavit of Charles H. Cleek, which showed that had SWBT's
cost studies been adjusted for reasons suggested by AT&T (e.g'l relating t.o fill,
depreciation, the cost of money, the common cost allocator. time adjustmencs,
utilization. etc.), then the rates proposed by SwaT would bave been reasonably
close to the stipulated rates.

FUrthermore, the use of the "reasonable profit" term, as part of the rate
objective. also reinforces that the ~just and reason&ble~ rate need not be equal
to any specific cost results in all cases.

The stipulation reached between Cox and Staff in POD 97-213 and Che
stipulation proposed by Staff in PUC 97-442 present certain rate levels that do
not strictly equal any cost proposal of any pa~ty but which. in total. fall well
within the ranges of the various proposals: at times below What SW9T might have
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proposed yet above what AT&T might. have proposed. (See and compare stipulat.ion
with. e.g., Moore's Schedule 2 and Zubkus' JAZ-1.) In cross-~amination, AT~T

suggested that this resulting rate stipulation must fail simply because it does
not equal any parties proposal on cost. or is not 8u:ictly determined by
mathematical adjustlftents to any coet proposal. (See, e.9., Tr., March 11, 199B,
p. 14 (Collins); March 9, 1998; pp. 47-49 (AuinbaUbI. and March 12. 1998, p. 6
(Flappan).) The ALJ disagrees. The quantity and quality of the evidence is
amply sufficient to determine that the stipUlation rates are based upon costs.
Principally, A'l'Io:T argues that the only way to aSSure -based on costs- would be
for the stipulation to have made specific adjustments to SWBT cost studies of the
type recommended by others in order. it appears, to have a level of exactness to
base the Cose/rate equation. (See Tr., March 12, :1.998, pp. ric 19-~O (Flappan);
March 12, ~~98, pp. rk 130-121 and 127-128 (Klick); ~ March 11. 199B. p. lw 261
(Turner) .) n For this reasOll, rates may deviate from exact cost equally and
still may be said, as is the case here, to be -based on cost."

...J

In addition, the ALJ concludes that AT&T'S asse~tiOD that the stipulations
must fail because it does Dot equal any party', proposal on costs is without
credibility given the fact that AT&T reached a DOmUIanimous stipulation as to the
cOQt of capital with SWBT based upon the same principle that the-Cox/Staff
stipulation was premised CD. AS with nearly all of the rates proposed by Staff
ill the stipUlation, the cost of capital contained in the AT"T/SWBT stipulation
falls between what was proposed by SWBT and Cox, yet there is no claim by AT.T
that the number agreed to is not cost-based. In fact, in that stipulation, AT&T
specifically agreed -that the cost of capital agreed to .. , satisfies the costing
standards set forth in Section ~S2 of the federal Telecommunications Act of 1996
and is a forward-looking cost of capital.-

The ALJ concludes that the fact that most of the rates in the stipulations
fall between the rates proposed by AT.T and SNBT do not render them unlawful.
There remains substantial evidence in the record and this in no way invalidates
the fact that the stipUlated rates are -based on cost.- The Commission, similar
to the responsibility of a jury in a civil caee, has the discretion to adopt a
position in the "middle- of that which ie proposed by the parties. When a jury
elects to award damaqes -in the middle- of what has been proposed by either side,
the jUry's decision will not be thrown out by the court simply because of this.
See, e.g., Allen v. city of Tulsa, 3.5 P.2d 443, 447 (Okla. 1959). The
Commission has no le8. freedom and has ne~er before restricted itself to such a
simplistic approach in rate setting and the ALJ concludes that it shoula not do
so now.

15 See In re valliant Tel. Co., 656 p.2d 273, 271 (Okla. 1982), citing
ComtnW1ity Nacural Gas Co. v. corpQ.aeion commission, Okl., 182 Oklo 137 I 76 P. 2d
393 (l938) • in which the Oklahoma. Supreme court not.ed: -The Corporation
commission is not limited to any particular theory or method in fixing ~ates and,
needless to say. the establishment of a rate is not a matte~ of exact science or
capable of precise mathematical calculation." See also TUrpen v. Oklahoma
corporation commission, 169 P.2d 1309, 1334, fn9. 72 and 73 (Okla. 1988).
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All parties have proposed LR~C recurring costs that essentially are the
result of (1) determininq the investment per unit; (2) adding certain operating
expenses such as maintenance. etc.; and (3) determining the capital costs by
application of a CAPCOST. model which accounts for depreciation, cost of capital,
and tax. (see Conwell Direct, ix. 1.) The focus of the hearinq was on the inputs
"hic:h should be applied to this general recurring cost formula in SWB'I" s models.

'1'bx'ee prineipal t.Dms appear to have garnered ~t of the at'tel1tion from the
parties: the loop. local swit.ching and tran&pQrt. '1'he numerous other tINEs are,
of eourse. of importance, but for purposes of this Report, concentration and
comment about these ONEs amply il1ustra~eB the wbgle of the UNE p~cDentatiOD._

For· purposes of tbe hearings. the parties agreed that SOT models would De used
atld that the fOC\ls of the proceeding would be on inputs only. (See Flappan
Direct, p. 6.) Purther, SWBT anel AT&Treacbecl a stipulation (wbich Staff agreed
not to oppose) that the cost of lIlDDey should be 10 perceDt. II. cost within the
range proposed by the parties and which. based upon the evidence of each party
(e. g., Dr. Avera and Dr. Collins) I the Court finds to be a reasonable basb for
decision and within a reasonable range. The debate about other iJlputs Was lively
and helpful as it bears upon the stipulation. Since the stipulation rates are,
on the whole, higher than AT&T's proposal, I will focus upou those AT&T cost
proposals initially.

1. Leap

For loop, using the 8db for discussion. AT&T argued that SWBT's model
inputs contained numerous errors. Principally. Mr. Zuhkus asserted that tbe loop
length wal incorrectly chosen, that the cost of the NID "as incorrectly
calculated, that the FOI was overstated and that SWBT failed to correctly include
all forward looking technology such as IDLe, and fill/utili~ation. (See Tr ••

March 12, 199B. p. rk 68 (Zuhkus).) AT&T's cost proposal waa, therefore.
considerably less than SwaT, but close:: to the stipulation rate. (see and compare
stipulation and Flappan Ex. RPF-9.) SOT responded tlJat the use of actual length
has minimal blpact. .as doeli the use of the midpoint of the Xf bands.
Furthermore, the agreement between the parties was to use the swaT model which
is based upon the Kf process. The evidence of Mr. Moore seems correct in this
n~9ard. (See Moore Rebuttal, p. 4.) FUrther. SOT noted that the SID input
adjustment by Mr. zubkus (50 percent) was purely hypothetical, as Mr. Zubkus
seemed to agree, but tohat the actual impact would again be ll\arginal. (see Moore
Rebuttal, p. 13.) Por POI, AT&T argued that :2 S percent of the FOI in Mr. Moore' s
study was not in place and adjusted the investment d01ltnward to reflect current
FOI conditions. on the other hand. SWBT asserted. that the forward looking
considerations should prevail. (See Moore Rebuttal, pp. 9-11.) AT&T's position,
in this POI proposal, has merit. Howe~er, Mr. ZubkuB seemed to agree that the
impact of the adjustment is slight. (See Tr •• March 12, 199B. p. r~ 87 (Zubkus).)

For Loop IDLe, there was considerable discussion whether AT&T's
assumption was correct or excessive. (See and compare Zubkus, Direct, pp. 30-31
with Moore Rebuttal. pp. 13-14 and Deere Direct, pp. l8-20; and see Tr., March
12. 1998, pp. 95-107.) The 100 percent proposal of AT&T vastly exceeded the
actual utilization in the network today and thus, had a significant impact on
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costs. Ie Mt'. Deere's estilnat.icn, it ill unlikely from an engineering standpoint
that such amount of IDLe will ever be practical and certainly not for ONEs. (See
Moore Rebuttal, p. 14.) As discussed in the -fill- issue, the high utilization
Mr. Zubkus proposed does not represent the network that will be unbundled by SWDT
and used in providing of UNEs t.o AT&T as is required by section 25], of the ACt..
For that reason, Mr. Zubkus's proposal must not be given significant weight.

-pillM received considerable discus$lon. Indeed. it may be the single
most influential iDPut to loop investment. It'impacts the cost. because of its
direct affect on investment and the lower the fill percentage, t.he higher the
unit cost of investment. The dieagree~nt i. limited, for loop, to distribution
cable (AT&T agreeing with BWBT tor feeder loop fill). ATJcT'S fill proposal waS
roughly 75 percent higher than BWT' 8 proposill (e.g., 30 percent ViI. SO
percent> I which was based upon the actual current fill in the network aDd which
SWBT indicated would likely be the forward looking distribution fill. (see Moore
Rebuttal, pp. 5-7 and Dr. LehIaim Rebuttal, pp. 24-27.) Distribution cable has
certain characteristics that result in the lower fill thaD is experienced in
feeder, c~acteri8tic8 such as lumpy invest~nt, the need to anticipate the
future without later disruption of property. the movement of population, etc.
Mr. Moore. Dr. Lehman and Mr. Deere discussed scme or the.e characteristics.
particularly, Dr. Lehman pointed out the dynamic affect the network has on fill
and that, as qbserved in the long distance market, competition is not likely to
result in greater fill utilization. (see Lehman Rebuttal, pp. 26-28.) Dr. Lebman
also noted that it is not consistent witb long run theory that new technology be
-immediately· input to petwork, particularly if the cost to gain that efficiency
is not included as well. (See Lehman Rebuttal. pp. 4-5.) Thus, merely because
AT&T may suggest that some new technology (e.g., IDLC) might be more -forward
looking" does not translate ipso facto to inclusion. Mr. zubkus, on the other
hand, proffered that based upon his experience, he would expect it to grow over
time and reach SO percent, although the factual basis for this is lackin9. based
only upon his -experience- aDd opinion. Again, the Act requires SET to unbun4le
its exiseing network, not some superior quality network. See Section 251 of the
Actj Iowa Utilities Board v. FCC, 120 P.3rd 753, 812-813 (8th Cir. 1991). A
reflection of till well beyond what is currently available and used by SwBT to
prOV'ide retail services essentiillly asks sWBT to provide superi.or qualit.y
facilitieB to AT&T. For theee reasons, the.MtJ concludes that AT&T's loop cost
propos~l is to be given little weight, but not dismissed entirely. It torms t..he
very lowest. boundary of cost.

In setting the recurring rates contained in the stipUlation, Staff
concluded that the appropriate rates for 2-wire unbundled loops should be set at
$13.00 for urban areas, $15.00 for sub-urban areas and $35.00 for rural areas.
These proposed rates are much closer to the rates AT&T proposed in this docket
than the rates which were put forward by SWBT. In fact, the urban loop rate
contained in the stipulation is approximately two thirds of the rate sWBT
requested. (See Affidavit of Charles Cleek.)

cox witness Dr. Collins. in eupport of the stipulation, noted that
many parties had proposed Cost-based rates and that each expert was prepared to
argue (ana did) that their input suggestions were reasonable. Specifically, Dr.
Collins testified that the input data to the coat studies presented by the
various parties are subject to speculation. are forward looking and have been
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developed as a result of estimates of time, cost, inflation rates and other
subjective estimat.es. As ill consequenoe, he concluded that a reasonable outcome
of the cause could be the rates that are in the stipulation which he considers
to be cost-based. (see Tr., March 11, 1998. p. hwm-11 (Collins).) The decision
is which of the proposals are ~more reasonable- within the wide range provided.
(See Tr., March 11, 1998, p. ~ 16 (Collins).) with respect to the loop issue,
the Al..J finds that the costs are pr()!)atlly higher than AT.T has proposed for the
above reasons. sut. based upon other factors in iSS118, such as depreciation and
cost of Money, the costs are probably not as high as the costs SWBT proposed.
This continual balancing and weighing process rune though out all of the various
tJNB cost proposals. But, a8 Dr. Collins noted, this does not mean that the rates
in the stipulation are not based upon cost: rather that the range of potential
costs amp1y support. the atipulaticn positioning of rat... Moremrer. Dr. Collins.
on the basis of Cox's cost proposal. found that the stipulation 7:ates for loops
were within the X'ange he supported with his own cost adjust!DeIlts to sWBT
results/inputs. (See Tr., March 11, 1998. pp. bwm 20-24 (Collins).) The ALJ
gives considerable credence to this testilllony. pan.icularly since Cox states t:hat
at these rates. it, aloug with any otheX' facilities-based CLSC in Oklahoma, can
fairly compete and enter the TnaX'ket in competition wit.h SWST. (see 'l'r., March
11, 1998, Bwm 12 (Collins).) For an abundance of reaSons stated above, the
stipulat.ion for loops (of all ld.nc1e) is therefore supported by costs and for that
reason. independently. is just and reasonable.

The above holds true for other loop proposals (e.g., BJU. etc.). The
ALJ has read the testimony, sifted throu51h the contentious and reviewed the
various cost proposals in the record. Future delineation of each individual
disagreement would burden the record unnecessarily (except as discussed with some
cost chAract.eristics belew). Suffice it to say, it is the ALJ'8 opinion that
all of the cost proposals are within t.he range of the rate stipulation and
therefore the rates are reasonable. Little time is devoted in this opinion t.o
these secondary UNBs because the parties themselves concentrated most.ly on the
8dh loop. However, since the recurring costs for. eacb are subject to the
essentially identical cost adjustment questions, the resolut.ion of the BdD loop
applies in equal force to all.

2. Local Switch!ng

There a. several points of contention in the local switching cost
studies, including switCh discount., demand. treatment of non-recurring costs,
feature related hardware and startup. However, a principal contentious issue was
the discount applied in the SCIS model. (See petzinger Direct, pp. 8-20, and
compare with smith Rebuttal, pp. 6-15.) SCIS models the investment cost/loop for
digital switChes SWBT proposes to use in Oklahoma, l!Ipecifically Lucent a.ncl
NorTel. The model input includes the current list price and the effective
disoount given the SWBT by the switch vendors. The discounts, a.s X'eflected in
the cost studies, are considerable. However, AT&T claimed the discounts should
be more, arguing among other things / that because of the recent PacTel mez;-ger and
the on going contract negotiations, the discount is likely to be more in the near
future. [see Petzinger, p. 10.) SWBT disagreed, pointing out that discount is
only one aspect and list price is equally as important. Discounts and prices
differ by manufacturer and tend to be customer unique. (See Smith Rebuttal, pp.
6-7.) At this point, such discussions seem speCUlative and, therefore.
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unt.rustworthy tor use in costing, particularly since QIle WDuld also have to
speculate about the future list prices as well (which SWBT point-s out have
historically been increasing). (See smith Rebuttal, p. 20; Tr •• Mar. 11, 1998,
pp. 46-47 (smith).) Since the trend in list price bas been upward historically,
there is no reaSOn to assUllle, absolutely, that investment per loop is more likely
to decline resulting in overali lower costs, althOugh the ALJ does not discount
that as something Which could happen in the future. However. for the foregoing
reasons, the discount in the current contracts and current list price should be
uaed. This will match two known variables that can be validated and have known
parameters. The contract also provides differeDt discounts for initial
installations and growth additions. AT.T argued that .11 the current switches
should be -flash cut" and that only the initial discount should apply; SWBT used
a mix of growth and'initial which'better represen~B ~L~ pr«etical bdoiD for
switch placement. (see smith Rebuttal, pp. 8-9 and Lebman Rebut.tal, p. 34.) Tbe
lite cycle approach appears to better represent the nature of the SWBT petwork
that will be UDbundled. (See Smit.h Rebut.tal. pp. '7-9.) Por this reason, the ALJ
concludes that flash cut proposals are not reasonable.

Other disagreemenu about Getting Started Investment. ( -Gsx·) and spare
were of interest, but were adequately addressed by the llIadels which all' of the
parties agreed to uS*, because such models treat GSI and Spare differept than
AT.T would suggest by uaing SCIS. (See hlitb Rebuttal, p. 22.) Whether some
aspect of this issue sbould be considered non-traffic sensitive, or not (e.g.,
Smith Rebuttal, p. 25) Or whether spare should be separately accounted for as
SWBT proposes, all are part of the Model platform that SWBT has proposed and not
strictly an input issue. (See Smith Rebuttal, p. 22, and Issues Matrix S8.l
AT&T's SO percent adjustment also seemed to be speculative. Moreover, with
respect to spare, SWBT adequately indicated that its inclusion in its model was
separately confirmed by inventory of the central offices involved. (See Smith
Rebuttal. p. 22.) The questions concerning GSI were IlIaterial but, given the
stipulation, need not be resolved except to note, •• is true elsewhere, the
stipulation rates are within the range of costa proposed.

Demand was another debated issue. AT&T suggested that the dell\3.D.d
should be "forward looking- by "'hieb it meant that current deJllCUld should be
increased to account for future usage. (See petzinger, p. 18 and Flappan, p.
64.) SWBT's response was that if higher demand was used, more inve$tment would
need to be included (which AT&T did not account for) since investment bas demand
sensitive attributes. (See, smith Rebuttal, pp. 6-8. 16 and Deere Rebuttal. p.
33.) Again. the use of increased demand, whether or not appropriate, in this
case is speculative and without consistent matching of demand and investment
should not be given significant weight.

Again, AT&T's proposal is at best the m1nI.ftlUm cost tor local
switching: SWBT's proposal is at the upper limit of cost, and that cost is
probably less if other factors are taken into account, such as the few changes
sWBT admits should occur, depreciation and cost of money (which. although agreed
to. has not been included in SWBT studies or COX's initial proposal: such would
cause even SWBT'S studies to be less overall). Thus a local switch rate less
than SWBT's cost proposal is appropriate. I note that 5WBT has further agreed
tnat some aspects of its original proposal should be mcdifieo to account for some
AT&T suggestion5. (See Smith Rebuttal. p. 18; Moore Rebuttal, pp. 11-12, so; and
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Conwell Rebuceal. p. 29.1 'Thus. it seeraS fairly acrntrate to conclude that the
costs are less than SWBT o~iginally suggested. and therefore (as it was with
Loop} are moving towards the rates in the stipulation. The stipulation. once
again taking Dr. Collins' testimony into account, is well witbin the range of
costs proposed and is therefore a just and reasonable rate for local switching.
cox witness Dr. COllins. in re$ponse to AT&T CrOS8 examination, testified that
local switching was 30 percent o~erstated in SWBT's initial cost proposal, but
that the stipUlation changes were more in line witb COX'18 opinion on costs. (see
Tr., March 11, 1998. p. bwm 21 (Collins).)

3. TraD8po~t

-rranspon 111 actUQlly a l!Ier:i.cG of oolllt 8turJies. (RP.e Moore Rebuttal.
pp. 22-23.) While lIeveral issues were discussed in the testimoa.y, the principal
issues appeared to be disputes regardings (a) circuit counts: (b) fill; cmd (c)
entrance facilities. (See Turner. pp. 7, 16, 30: Moore R.ebuttal. p. 21.)
Additionally, Mr. Moore agreed that some aspects of the tr8Il8POrt studiea should
be altered to correct certain points. (See, e.g., MOore Rebuttal. pp. 48, Sl (DCS
and DSX) .} Thus. it is a given tbat we are beginning the evaluation at a point
less than SWBT's original study proposal. Historically, in other commission
cases, it is often true that during the course ·of hearings, concessions are
agreed to. mistakes noted. issue clarified. This does not· aaecm, however, that
the entire process must begin again. It is sufficient and reasonable to take
those Substantive events into account in evaluating the overall rate propos.ls.

The issue of circuit counts for the interoffice dedicated transport
study was raised by AT&T witness Turner. While there are several permeation of
this argument. circuit count i1\'lPacts weightings. (See Moore liebuttal. pp. 24-25.)

Part of the issue includes whether entranoe facilities should be
inCluded. This will be discussed later herein, Dut for purposes of interoffice
transport. the ALJ finds that those should not be inCluded in weighting as is
true for other circuits, e.g. private line. (See Moore Rebuttal, pp. 26-29.)
With regard to message traffic, while there is a dispute Whether those were or
were not inclUded. it. appears that such dispute is DOt significant and that any
c~anges would have only a minimal impact under any cirCUMstances. (See Moore
Rebuttal, pp. 35-36.)

The ALJ furtbe~ finds that entrance facilities are a separa~e ONE.
(see Moore Rebuttal. pp. 31-39.) These a~e not interoffice facilities and should
have their own cost. Ent.rance facilities identify the facilities from the CLEC
location to the SWBT offioe and are not on interoffice rings. Int.eroffice
facilities go between SWBT offices. The ALJ concludes that. the costs are
different and should not be combined. The cost studies should be basec1 upon the
ONE as defined in the Interconnection Agreement between SWBT and AT&T. 1i

16 In the Course of the hearing. ~he AfMJ took judicial notice of the
Interconnection Agreement entered into between SWBT and ATkT, which has been
approved by thi5 Commission, and took such Agreement into account in making his
finciings herein.
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Fill factors, as was true in loop fill, are debated on t.he grounds ot
actual vs. objective fill. (See Turner, p. 30, and compare with Moore Rebuttal,
pp. 42-45.) snT claimed the use of actual fill is consistent with TBLRIC
principles since it reflects reasonable utilization. ATfcT disagreed. Objective
fill may never be reached and ia forward looking only in that it is speculative
about what might be achieved. Wh'eth@r objective fill actually is achieved differs
in many engineering cases. (see, e.g., Moore aebuttal, p, 42.) .

'n1e stipulation rate is neither of these two extremes. However, given
the concessians by Hr, MOOre, SWBT's cost would be lower thaD proposed and closer
to the stipulation rates. Again, Dr. Colline' opinion is relevant and reasonable
to support the stipulation on transport. A rate reduction of 30 percent overall
from seT'S ori~l.ud1·propo.",1 ilt 0. jUl:lt and reagonable Tllt.l'!. AT&T's proPOS'al.
at best, is the lowest possible cost and rate, while SWBT's is the oppo8i~e

extreme, but in any event, it seems clear that the resulting cost is B~what

higher giving ample support for the stipulation rate,

D. LR%C (NoD-Reem-dng coat:s)

Non-recurring activities are generally those that are iDcurr~d once in
ordering or provisioning a UMB. (see Segura, p. 5.) These are basically time
multiplied by the labor activity to result in cost algorithnls. The testimony and
cost studies filed basically identified two broad categories: (a) service order
charges; and (b) NRCs for the provisioning of ONEs. In support of its proposals,
AT&T offered the testimony of Mr. Segura. SWBT offered the testimony of Ms. Ham,
MS. smith, Mr. Micba.lczyk and MS. Sadlon.

The ·service order charge issue is principally a disagreement as to the type
of activity that will be needed when AT&T places a se1"'fice order. AT&T aS6\UIled
that it will plaee all electronic orders. (See segura. pp. 14-15.) There i.
currently an electronic interface for ordering resale services (EASB) and two
electronic order delivery vehicles for some ONEs (LEX and BOI) • (see Ham Direct,
p. 6i Ham Rebuttal. pp. 3·4.) AT&T confirmed that it does not have any
electronic interface available to interact with SWBT (or Mr. Segura knew of
none). (See Tr .. March 12, 1998, pp. rk 147, 159-161, 168.) The assumption,
along with the associated estimates of time, flow thru, etc. that Mr. segura
proposed are, at this point, speculative. SWBT identified that manual activity
would be needed for all UNE service orders submitted at the present time.
Na~ional standards groups are meeting to develop others, but none are on line at
this point. (See Ham Rebuttal. p. 14; S~ith Rebuttal, pp. 50·54.) The actual
activity SwaT will pedorm was documented by MEl. smith. This difference in input
assumptions is significant and while it Might be true someday, currently it i.
not correct that all submissions will be electronic; practically, that cannot be
done and may never be done for some elements that are complex. Even for those
cases where electronic delivery is not available for UNE by LEX/EDI, ATltT has yet
to take advantage of that electronic means, and in fact, has indicated that it
does not have plans at any time in the near future to enter the Oklahoma market,
if ever, (See Tr., Mar. l2, 1998, pp. rk 147, 159-161, 168, 192 (Segura). and
see Cause NO. PUD 97·S60.) Based upon the current r@cord, the ALJ concludes
that manual ONE service order activity is ~he likely option. If new changes
occur, those should be adjusted and recogni~ed in future studies when data is
available.
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SWBT proposed an electronic del1very rate ot $5.00 to rec:oguize electronic
delivery of orders (not ordering), which nevertheless will then require manual
activity by SOT, although somewhat less activity than PAX delivery or similar
delivery. (See Smith Rebuttal, pp. 52. 63; Auinbauh Rebuttal, p. 15.) 11$. s.ith
noted that while there is no specific $5.00 cost study, based upon her manual
se:r;vice order study, the cost still exceeds the rate proposal. (SflI sadth
Rebuttal, p. U.) Based' upon other current electroxUc delivery use data for !ASI
and access sent'ice records (ASKs). it also aeems more accurate to conclude that
the utilization will De far less (e.g., fallout results) for ATteT tlum ~.

Segura argued should apply. (see Smith Rebuttal. pp. 60-62.) 'l'be AIaJ finds that
the $5 ~ate is more than reasonable and just for those circumstances where AT&T
uses electronic delivery.

The other NRC activities are also disputed on the above same basis. Mr.
Segura, for AT&T, claimed that almost all of tbe service orders should process
through provisioning with little physical inte:rventi01l by 8MB'!' employees. (See
segura, pp. 5-7.) SWBT 'noted that SUCh continuity i. not achievable and is
unrealistic even in its own service standards. considerable lliUlual activity will
be required as is reflected in Mr. Moore's studies. (See, e.g., Micha.lczyk
Rebuttal. pp. 1-6; Sadlon Rebuttal. pp. 1-5; Moore Rebuttal, pp. 11-22.) AT&T's
proposal does not represent the aceivity for the netwo1'k which SWBT is asked. to
unbundle. Thus, AT&T'S assumptions on DIP/DOf and IDLe, which impact the amount
of physical activity, are not representative of the SWBT network. SWBT ia not
obligated to engage in this quality upgrade. See Iowa Utilities commission,
supra.

With respect to these seudiu, there was a difference in opinion concerning
the time estiJnates for the activities required (given, for the sake of this part,
that AT&T disagrees with the extent of the activities, but in same respect ~ees
for its 2 percent fall out, they will be required). SWBT witnesses who
participated in the activities testified on the manner aDd the means for time
estimates. (Bee, e.g., Michalczyk Rebuttal, pp. 3-6.) For AT&T, Mr. 8e5J1tta did
not participate directly in most estimates, all of which he agreed were national
default values produced by others on a national AT&T ~eam. Mr. segura was unable
to answer questions directly about the formulation of these time est~tes. (See
Tr .• March 12, 1998, pp. rk 133-139, 163. 203-205, 212-214, 219-223 (Segura).)

Cox witness Dr. collins noted that NRCs in the stipulation are 33 percent
less than SWBT's proposed rates. This was consiEltent with Cox's view that the
studies should at a minimum be 30 percent less than what swaT proposed. (See Tr .•

March l~, 1998. p. bwm-20.) Given that there are flame disputes on labor r.tes
and whether those differences should be adjusted in recurring or non-recurring
costs, SWBT's proposals are the upper cost limit. Again, AT&T'S form the lowest
limit for a cost-based determination. The stipulation is reasonable resulting
in just and reasonable NRC rates under these cost considerations.

B. Other Hattel:'.

There were variOUS other matters in dispute, such as labor rate factors,
building factors, depreciation lives. and the common cost allocator. (See, e.g.,
Rhinehart Teseimony. pp. 10, 13, 37. 47.) In some instances, the di5putee would
have a slight impact on the proposals. (see Conwell Rebuttal, pp. 13-14, 22. 26,
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29.) The ALJ has reviewed the testimony on these matters and the facts in the
hearing and studies. In some respects, the ALJ concludes that the dispuees are
moot by the reduction in agreed rates which lowers the cost ceiling proposea by
SWBT by 33 pel:"cent. In other instCUlces, the ALJ concludes that AT&T's
suggestions. e.g., common cost, are speculative. The matter of depreciation
lives is of relevance and Material but given the ranges, is amply ,addressed
within the stipulation results ~hich reduce recurring costs (where the cap cost
is applied) considerably. Dr. Collins, on behcllf of cox, made particular
references to common cost, capital cost and other factors in his direct testimony
in arguing that SWBT's costs were overstated. His review of the stipulated rates
assured himself that the rates reflect reasonable adjustments to costs as he
recommended, albeit not perfect, and are cost-based. (See Tr., March 11, 1998.
pp. bwm 8. 16 (Collin_).) The ALJ aoncurs with Cox.

Purthenlore, SWBT witness Cooper filed embedded studies for the principal
elements of loop, local switching and transport. In keeping with the obligation
for just and reasonable rates while permitting -reasonable prOfit,· SNBT argued
that these embedded rates represent the mofe likely actual cost that it will
incur in providing service iU1d ONEs in Oklahcma. Traditicmally. the corrunission'.
obligation has been to permit a utility the opportunity to achieve its revenue
requirement and attract capital. See, e.g•• Southwestern Bell Tel. CO. v. State,
S2S P.2d 262 (Okla. 1992). In reviewing the stipulation rates with the embedded
costs, together with the requirement in Section 252 of the Act that cost-based
rates may include reasonable profit, the ALJ concludes that the stipulated rates
meet these obligations; are cost-based and will enable SWBT a reasonable
opportunity for recovery of capital in a competitive madtet at reasonable profit
and more importantly, will allow Cox and other CLECs in Oklahoma to effectively
compete against SWBT in the Oklahoma marketplace.

Given the lengthy discussion above. the ALJ will not devote any additi~l

discussion to PtJD 9'-442, but would note that the same principles discussed above
with respect to POD 9'-213 support the commission'S adoption of the Staff's PUC
97-442 stipulation in toto.

In liIummary, the ALJ finds that the stipulat.ion reached. between Cox and the
Staff in POD 97-213 and the stipUlation proposed by Staff in PUC 97-442, and the
rates contained in those stipulations, are lawful, fair and reasonable, are amply
supported by competent and substantial evidence in the record and therefore
recommends that the Commission adopt and. approve such stipulations in toto.

IT IS THEREFORE THE RECOMMENDATION OF THE ADMINISTRATIVE LAW JUDGE that the
above-entitled findings of tact and conclusions of law be the order of the
commission.

Dated this 30th day of June, 1998.

~~~~~'/
ROBERT E. GOLDFIELD

Administrative Law Jud
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